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Dirty  runoff  from  the  Pamlico  River 
spreads  into  the  green  saltwater  of 
Pamlico  Sound  as  a  fishing  trawler 
(top  left)  heads  eastward,  away 
from  the  turbid  waters. 


Popular  Government 

James  Madison  and  other  leaders  in  the  Ameri- 
can Revolution  employed  the  term  "popular 
government"  to  signify  the  ideal  of  a  demo- 
cratic, or  "popular,"  government — a  govern- 
ment, as  Abraham  Lincoln  later  put  it,  of  the 
people,  by  the  people,  and  for  the  people. 
In  that  spirit  Popular  Government  offers 
research  and  analysis  on  state  and  local  govern- 
ment in  North  Carolina  and  other  issues  of 
public  concern.  For,  as  Madison  said,  "A 
people  who  mean  to  be  their  own  governors 
must  arm  themselves  with  the  power  which 
knowledge  gives." 
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Established  in  1931,  the  Institute  of  Government  provides  training,  advisory, 
and  research  services  to  public  officials  and  others  interested  in  the  operation 
of  state  and  local  government  in  North  Carolina.  A  part  of  The  University  of 
North  Carolina  at  Chapel  Hill,  the  Institute  also  administers  the  university's 
Master  of  Public  Administration  Program. 

Each  year  approximately  14,000  city,  county,  and  state  officials  attend  one  or 
more  of  the  230  classes,  seminars,  and  conferences  offered  by  the  Institute. 
Faculty  members  annually  publish  up  to  fifty  books,  bulletins,  and  other  refer- 
ence works  related  to  state  and  local  government.  Each  day  that  the  General 
Assembly  is  in  session,  the  Institute's  Daily  Bulletin,  available  in  print  and 
electronically,  reports  on  the  day's  activities  for  members  of  the  legislature  and 
others  who  need  to  follow  the  course  of  legislation.  An  extensive  Web  site 
(http://ncinfo.iog.unc.edu/)  provides  access  to  publications  and  faculty  re- 
search, course  listings,  program  and  service  information,  and  links  to  other 
useful  sites  related  to  government. 

Support  for  the  Institute's  operations  comes  from  various  sources,  including 
state  appropriations,  local  government  membership  dues,  private  contribu- 
tions, publication  sales,  and  service  contracts.  For  more  information  about  the 
Institute,  visit  the  Web  site  or  call  (919)  966-5381. 

Director 
Michael  R.  Smith 

Associate  Director  for  Programs 
Thomas  H.  Thornburg 

Associate  Director  for  Planning  and  Operations 
Patricia  A.  Langelier 

Associate  Director  for  Development 
Ann  C.  Simpson 


Gregory  S.  Allison 
Stephen  Allred 
David  N.  Ammons 
A.  Fleming  Bell,  II 
Maureen  M.  Berner 
Frayda  S.  Bluestein 
Mark  F.  Botts 
Phillip  Boyle 
Joan  G.  Brannon 
Anita  R.  Brown-Graham 
William  A.  Campbell 
Margaret  S.  Carlson 
Stevens  H.  Clarke 
Anne  S.  Davidson 
Anne  M.  Dellinger 


Faculty 
James  C.  Drennan 
Richard  D.  Ducker 
Robert  L.  Farb 
Joseph  S.  Ferrell 
Susan  Leigh  Flinspach 
L.  Lynnette  Fuller 
Milton  S.  Heath,  Jr. 
Cheryl  Daniels  Howell 
Joseph  E.  Hunt 
Kurt  J.  Jenne 
Robert  P.  Joyce 
David  M.  Lawrence 
Charles  D.  Liner 
Ben  F.  Loeb,  Jr. 
Janet  Mason 


Laurie  L.  Mesibov 
Jill  D.  Moore 
David  W.  Owens 
William  C.  Rivenbark 
John  Rubin 
John  L.  Saxon 
Jessica  Smith 
John  B.  Stephens 
A.  John  Vogt 
Richard  Whisnant 
Gordon  P.  Whitaker 
Michael  L.  Williamson 
(on  leave) 


! 


' 


Popular  Government 


SPRING  2000  •  VOLUME  65,  NUMBER 


c, 


Page  : 


COVER  ARTICLE 

Preventing  Disasters  through  "Hazard  Mitigation" 
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Hurricane  Floyd,  which  struck  in  September  1999,  was  North  Carolina's  worst 
disaster  ever.  The  state's  Division  of  Emergency  Management  is  promoting  local 
planning  that  may  lessen  the  disastrous  effects  of  such  natural  events. 
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households  or  other  units  without  regard  to  the  amount  of  services  received  by 
the  taxpayer — are  the  most  regressive  form  of  tax. 
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Gregory  S.  Allison 

For  managers  and  elected  officials  to  comprehend  audited  financial  statements 
requires  some  understanding  of  governmental  financial  reporting.  This  article  is 
designed  to  make  the  statements  more  user-friendly. 
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ON  THE  COVER 

One  week  after  Hurricane  Floyd 

dropped  record  rains  on  eastern  North 

Carolina,  the  Pamlico  River  expelled 

dirty  runoff  from  the  Tar  River  into  the 

Pamlico  Sound.  The  Sound  is  seen  from 

about  3,000  feet  in  the  air,  well  beyond 

the  shoreline.  No  land  is  visible,  only 

water.  Photo  by  Drew  Wilson, 

Norfolk  Virginian  Pilot. 


35    Managing  and  Accounting  for  Fixed  Assets 

William  C.  Rivenbark 

Lack  of  control  over  fixed  assets  (land,  buildings,  etc.)  is  one  of  the  main  reasons 
that  auditors  find  local  governments'  financial  statements  materially  inadequate. 
The  author  suggests  ways  that  governments  can  better  control  these  assets. 
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Recommended  Budget  Practices:  A  Framework  for  Improved  State  and 
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State  and  Local  Budgeting 
Reviewed  by  Maureen  Bemer 
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43    From  the  MPA  Program 

Lessons  in  Disaster  Recovery:  MPA  Students  in  Eastern  Carolina 
Rob  Shapard 

Students  in  the  Institute  of  Government's  Master  of  Public  Administration  Pro- 
gram had  some  unexpected  lessons  in  disaster  recovery  last  fall.  They  spent  part 
of  their  break  helping  cities  in  eastern  North  Carolina  cope  with  the  myriad 
tasks  brought  on  by  the  flooding  that  followed  Hurricane  Floyd. 

47    At  the  Institute 

Three  Join  Institute  Faculty;  Institute  Construction  Moves  Forward 


Hurricane  Floyd,  the  state's  worst  disaster  in 
history,  left  a  trail  of  misery  across  eastern 
North  Carolina:  towns  invaded  by  floodwater, 
homes  destroyed  or  severely  damaged,  families 
uprooted,  people  left  jobless,  dreams  shattered. 

Clockwise  from  top  right:  Robert  Miller,  Raleigh  News  &  Observer, 
Christobal  Perez,  Raleigh  News  &  Observer,  Ed  Hayden,  Goldsboro 
News-Argus;  Sher  Stoneman,  Raleigh  News  &  Observer,  Christobal 
Perez,  Raleigh  News  &  Observer.  Opposite  page:  inset,  Chuck 
Liddy,  Raleigh  News  &  Observer,  hurricane  photo  courtesy  of  the 
National  Oceanic  and  Atmospheric  Administration. 
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orth  Carolina  is  blessed  with  an 
abundance  of  rich  natural  re- 
sources, as  varied  and  as  vital  as 
the  people  who  live  here.   Its 
beaches  are  clean,  its  mountains 
ipectacular,  its  rivers  and  streams  plen- 
iful,  and  its  climate  temperate.  This 
jounty  provides  the  state's  residents 
vith  a  wonderful  place  to  call  home, 
>ut  there  also  are  inherent  dangers, 
■rom  time  to  time,  hurricanes  ravage 
.he  coast,  ice  storms  immobilize  the 
nountain  areas,  and  heavy  rains  cause 
the  waterways  to  flood  the  surrounding 
:ountryside. 
Storms,    floods,    earthquakes,    and 
dfires  are  a  part  of  the  natural  bal- 
ance of  the  environment.  A  storm  that 
levels  dunes  displaces  the  sand  to  an- 
other part  of  the  beach  system.  A  wild- 
ire  that  blackens  a  forest  allows  new 
;rowth   to   flourish.  But   when   such 
vents  occur  where  people  have  made 


The  author  is  coordinator  of  the  Hazard  Mitigation 
Planning  Initiative,  a  joint  project  of  the  Depart- 
ment of  City  and  Regional  Planning  at  UNC-CH 
and  the  Division  of  Emergency  Management  in  the 
North  Carolina  Department  of  Crime  Control  and 
Public  Safety.  She  thanks  Dr.  Gavin  Smith  and 
Darrin  Punchard  of  the  Division  of  Emergency 
Management  for  providing  data  and  insight. 
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A  Marine  Corps  helicopter  rescues  a 
trucker  stranded  by  flooding  on  1-95 
near  Rocky  Mount. 


their  homes  and  built  rheir  businesses, 
the  results  can  be  devastating.  Weather- 
and  geology-related  phenomena  can 
wreak  havoc  in  towns  and  communi- 
ties, disrupting  the  flow  of  goods  and 
services,  destroying  property,  and  un- 
settling people's  lives.  The  more  dra- 
matic natural  events  have  even  caused 
death  and  injury. 

This  article  summarizes  the  wide- 
spread effects  of  North  Carolina's 
worst  disaster,  the  flooding  brought  on 
by  Hurricane  Floyd,  and  then  describes 
an  initiative  of  the  state  government  to 
promote  local  planning  that  may  lessen 


the  disastrous  effects  of  such  natural 
events.  [For  an  article  on  recovery  ef- 
forts following  Hurricane  Floyd,  see 
page  40.] 

Hurricane  Floyd  and 
Its  Aftermath 

Hurricane  Floyd  was  a  storm  whose 
impact  will  be  felt  for  years.  The  un- 
precedented flooding  in  many  parts  of 
eastern  North  Carolina  following  the 
September  1999  storm  has  ramifica- 
tions far  beyond  the  obviously  high 
water  levels.  In  addition  to  displacing 


thousands  of  people  from  their  homes 
and  structurally  damaging  or  destroy- 
ing entire  neighborhoods  and  down- 
towns, the  flooding  may  have  serious 
environmental  consequences.  The  ac- 
tual extent  of  these  problems  is  not  yet 
known,  but  many  believe  that  the 
floodwaters  were  polluted  with  waste 
from  hog  lagoons,  sewage  from  septic 
tanks  and  municipal  treatment  plants, 
hazardous  materials  from  chemical  fa- 
cilities and  factories,  oil  and  gas  from 
storage  tanks  and  salvage  yards,  dead 
animals  from  farms,  and  numerous 
other  contaminants. 

Floods  of  the  magnitude  caused  by 
Hurricane  Floyd  also  have  more  insidi- 
ous effects.  The  long-range  economic 
consequences  may  far  surpass  the  costs 
of  replacing  damaged  structures  and 
repairing  infrastructure.  People  have 
been  out  of  work  while  the  floodwaters 
have  invaded  employment  centers,  and 
many  businesses  will  never  recover. 
Some  people  will  leave  the  region, 
changing  the  workforce  for  businesses 
that  do  remain  viable.  Farmers  have  not 
only  lost  this  year's  crop  but  suffered 
losses  of  farm  equipment  and  other 
capital.  Many  may  not  recoup  the  loss, 
even  after  insurance  payments  and  gov- 
ernment relief  funds  have  been  distrib- 
uted. (For  estimates  of  the  physical 
damage  from  Hurricane  Floyd,  see  the 
sidebar  on  page  5.) 

Perhaps  most  complex  of  all  are  the 
changed  social  and  psychological  cir- 
cumstances following  Floyd.  Citizens 
have  been  emotionally  traumatized  in 
ways  that  may  manifest  themselves  in 
increased  incidents  of  domestic  abuse, 
depression,  anxiety,  and  substance 
abuse.  Communities  have  lost  civic  and 
social  centers,  recreational  facilities, 
schools,  and  other  identifying  elements 
of  their  character.  Although  in  some 
communities  the  shared  experience  of 
disaster  may  have  pulled  the  people  to- 
gether, in  others  the  disaster  itself  may 
have  fractured  the  entire  sense  of  place 
irrevocably. 
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Hurricane  Floyd  Damage  Estimates 


Scope  of  Impact 

•  About  6,600  square  miles  of 
eastern  North  Carolina  (about 

23  percent)  were  under  floodwater 
on  September  23-24,  1999. 

Fatalities 

•  As  of  January  27,  2000,  fifty-two 
fatalities  were  confirmed  by  the 
North  Carolina  Medical 
Examiner's  Office. 

Rescue  Operations 

•  More  than  1,400  swift-water 
evacuations  were  performed  by  the 
U.S.  Coast  Guard  (the  lead  agency), 
the  U.S.  Air  Force,  the  U.S.  Army, 
the  U.S.  Marines,  North  Carolina 
Marine  Fisheries,  the  North 
Carolina  National  Guard,  North 
Carolina  Wildlife  Resources,  and 
private  citizens. 

Flood  Levels 

The  flooding  set  new  records: 

•  In  Tarboro  the  Tar  River  crested  at 
40.92  feet.  Flood  stage  is  19  feet, 
and  the  previous  crest  was  34  feet 
in  1919. 

•  In  Rocky  Mount  the  Tar  River 
crested  at  32.2  feet.  Flood  stage  is 
15  feet,  and  the  previous  crest  was 
23.9  feet  in  1998. 

•  In  Goldsboro  the  Neuse  River 
crested  at  28.8  feet.  Flood  stage  is 
14  feet,  and  the  previous  crest  was 
27.4  in  1929. 

County  Impact 

•  Sixty-six  of  the  state's  100  counties 
were  declared  disaster  areas. 

•  A  500-year  flood  (the  kind  of  flood 
that  has  a  l-in-500  chance  of 
occurring  each  year)  occurred  on 
the  Tar  and  Neuse  rivers. 

•  Hurricane  Floyd  was  the  worst 
disaster  in  North  Carolina  history; 
the  cost  is  expected  to  exceed  that 
of  Hurricane  Fran  ($6  billion). 

•  Almost  75,100  people  have  applied 
for  recovery  assistance. 


Utilities 

•  Seven  community  water  systems  in 
Edgecombe,  Nash,  and  New  Han- 
over counties  remained  uncleared 
as  of  November  30,  nearly  eleven 
weeks  after  Hurricane  Floyd  hit 
North  Carolina.  Uncleared  water 
systems  are  those  with  "Boil  Water 
Advisory,"  "Boil  Water  Notice,"  or 
"System  Not  in  Use"  status. 

•  At  the  peak  of  the  disaster, 

1.5  million  customers  were  with- 
out power.  Costs  were  as  follows: 

Debris  removal:  $24  million 

Pipeline  replacement: 
$30.5  million 

Utility  restoration:  $97.5  million 

•  Twenty-four  wastewater  treatment 
plants  were  flooded  or  severely 
damaged. 

Transportation 

•  At  one  time,  nearly  1,000  roads 
were  closed,  including  1-40  from 
Sampson  to  New  Hanover  coun- 
ties, 1-95  from  Johnston  County  to 
the  Virginia  line,  and  U.S.  70  from 
Johnston  County  to  the  coast. 
Rail  lines  were  closed  in  North 
Carolina,  affecting  Amtrak's  East 
Coast  routes. 

•  The  Department  of  Transporta- 
tion's Customer  Service  Line  re- 
ceived more  than  100,000  calls 
on  Saturday  and  Sunday  after  the 
storm. 

•  Ten  bridges  were  washed  out,  and 
44  road  sections  were  closed  as  a 
result  of  Hurricanes  Floyd  and 
Irene. 

5  Topsail  Inlet  (in  Pender  County) 
was  closed  on  November  9  for 
dredging. 

•  As  of  November  23,  highway 
construction  costs  were  $150.6 
million,  with  77  roads  still  out. 

•  As  of  November  23,  bridges  and 
drainage-structure  construction 
costs  were  $75  million,  with  13 
bridges  still  out. 


Note:  All  figures  are  approximate.  They  were  supplied  by  Tom  Hegele,  Chief,  Education 
and  Emergency  Information  Section,  North  Carolina  Division  of  Emergency  Management, 
and  were  current  as  of  November  29,  1999,  unless  otherwise  noted. 


Dams 

•  Seven  dams  in  Nash,  Wake,  Wayne, 
and  Wilson  counties  were  either 
receiving  emergency  attention  or 
undergoing  fundamental  repair. 
Also,  one  dam  in  Robeson  County 
was  being  examined  to  determine 
its  hazard  classification. 

Underinsured  and  Uninsured 
Housing  Losses 

•  Eighty-one  percent  of  the  damaged 
homes  were  primary  residences. 

0  Forty-six  percent  of  the  affected 
population  had  no  insurance,  or 
fire  insurance  only. 

•  Damage  estimates  (from  FEMA,  as 
of  November  29)  were  as  follows: 

Minimal  damage  ($2,500  or 

less):  11,807  homes 
Minor  damage  ($2,500-$5,000): 

2,765  homes 
Major  damage  ($5,000- 

$10,000):  2,565  homes 
Destroyed:  2,912  homes 
Total:  20,049  homes 

Claims  Submitted  to  National  Flood 
Insurance  Program  for  Housing 
Losses 

•  Twelve  thousand  claims  were 
received,  totaling  $61.1  million  in 
losses. 

Agricultural  Losses 

•  As  of  November  1,  total  agricul- 
tural losses  were  $812.6  million. 

•  Livestock  losses  totaled  $13 
million.  The  number  of  dead 
animals  broke  down  as  follows: 

Hogs:  30,500 
Chickens:  2.2  million 
Turkeys:  737,000 
Cattle':  880 

•  Crop  losses:  $543.3  million 

•  Farm  structure  losses: 
$256.3  million 

Forestry  and  Fishery  Losses 

•  Forestry  losses:  $89.4  million 

•  Fishery  losses:  $19  million 

Disaster  Unemployment  Assistance 

•  Nearly  5,100  applications  for 
disaster  unemployment  assistance 
were  approved,  worth  $1.9  million. 
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Keeping  Hazards  from 
Becoming  Disasters 

Although  Hurricane  Floyd  is  the  worst 
disaster  North  Carolina  has  ever  expe- 
rienced, it  is  by  no  means  the  first.  Hur- 
ricane Hazel  ravaged  the  coastline  in 
1954.  The  "Ash  Wednesday  Storm"  of 
1 962  was  a  fierce  winter  storm  that  sur- 
vivors still  have  not  forgotten.  Hurri- 
cane Opal  in  1995  and  Hurricane  Ber- 
tha in  1996  weakened  the  coastline  just 
in  time  for  Hurricane  Fran,  which  until 
Floyd  took  the  spot  as  worst  disaster  in 
the  state. 

Manv  scientists  theorize  that  hazard- 


ous events  are  on  the  rise  from  factors 
such  as  global  warming,  sea-level  rise, 
and  fluctuations  in  weather  patterns.  In 
addition,  development  is  growing  rap- 
idly in  numerous  areas  of  risk.  It  is  be- 
coming more  and  more  apparent  that 
something  must  be  done  to  prevent 
hazard-related  devastation  from  occur- 
ring again  and  again  in  North  Carolina. 
Although  people  cannot  eliminate  haz- 
ards, they  can  prevent  disasters  through 
"mitigation."  Hazard  mitigation  en- 
compasses a  range  of  activities  under- 
taken by  governments,  corporations, 
builders,  developers,  and  individual 
business  and  home  owners.  It  can  in- 


volve strengthening  buildings  (for  ex- 
ample, remodeling  a  structure  to  with- 
stand earthquake  tremors),  modifying 
the  environment  (for  example,  con- 
structing a  levee  or  another  type  of  bar- 
rier to  protect  property  from  rising 
floodwaters),  using  avoidance  tech- 
niques (for  instance,  conserving  high- 
risk  property  as  public  open  space),  and 
adopting  other  public  policies  (such  as 
refusing  to  extend  municipal  services 
and  utilities  to  undeveloped  areas  in 
hazard  zones). 

Mitigation  at  the  Local  Level 

Undertaking  mitigation  at  the  local 
level  is  a  particularly  effective  way  to 
create  safer,  more  hazard-resilient  com- 
munities. Although  the  economic  effect 
of  large  disasters  like  Hurricane  Floyd 
is  statewide,  the  brunt  of  the  physical, 
financial,  and  emotional  impact  is  felt 
in  the  settings  in  which  people  live  and 
work — in  the  towns,  neighborhoods, 
homes,  businesses,  schools,  and  farms 
damaged  or  demolished.  Knowing  from 
experience  the  extent  to  which  Mother 
Nature  can  transform  the  landscape, 
the  people  of  these  communities  may  be 
willing  to  support  changes  that  could 
prevent  a  repeat  experience.  The  power 
of  local  decision  makers  to  affect  the  fu- 
ture is  substantial.  They  regulate  land- 
use  patterns  and  building  practices, 
make  many  public  spending  and  taxa- 
tion decisions,  and  largely  determine 
growth  and  development  policy.  Local 
resolution  can  control  to  a  large  degree 
where,  when,  and  how  homes,  busi- 
nesses, schools,  and  farms  are  built. 

Following  a  disaster,  many  local  gov- 
ernments take  advantage  of  federal  and 
state  aid  to  decrease  their  vulnerability 
to  natural  hazards,  and  an  active,  en- 
gaged community  can  use  the  window 
of  opportunity  that  arises  during  the 
reconstruction  period  to  build  a  com- 
munity that  is  better  than  before. 
Ideally  a  community  that  engages  in 
hazard  mitigation  will  come  up  with  an 
overall  program  ensuring  that  indi- 
vidual mitigation  projects  are  not  car- 
ried out  in  a  disjointed,  ad  hoc  fashion. 

At  the  North  Carolina  State  Fair,  a 
consultant  for  the  Federal  Emergency 
Management  Agency  uses  a  scale  model 
to  demonstrate  the  impact  of  flooding 
on  towns. 
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A  community-wide  mitigation  pro- 
gram can  be  effective  in  tying  all  lo- 
cal activities  together  so  that  no  single 
project  detracts  from  the  overall  goal  of 
creating  a  safer  community.  For  ex- 
ample, the  Federal  Emergency  Manage- 
ment Agency  (FEMA)  has  granted 
thousands  of  dollars  to  local  North 
Carolina  governments  through  the 
Hazard  Mitigation  Grant  Program 
(HMGP)  to  acquire  flooded  property, 
remove  it  from  the  marketplace,  and  re- 
locate the  resident  homeowners  and 
businesses  to  other,  safer  areas.  But  re- 
moving structures  from  isolated  parcels 
is  not  nearly  as  effective  as  placing  an 
entire  block  or  riverfront  out  of  harm's 
way  and  integrating  the  land  into  the 
local  park  or  greenway  system  so  that 
the  hazardous  area  will  remain  unde- 
veloped in  perpetuity,  as  well  as  con- 
tribute to  the  community's  open  space 
program. 

One  way  that  local  governments  can 
achieve  an  integrated  approach  to  haz- 
ard mitigation  is  by  creating  and  imple- 
menting a  local  hazard  mitigation  plan. 
Under  the  Hazard  Mitigation  Planning 
Initiative  (HMPI),  a  program  estab- 
lished by  the  Mitigation  Section  of  the 
Division  of  Emergency  Management  in 
the  North  Carolina  Department  of 
Crime  Control  and  Public  Safety,  local 
governments  throughout  the  state  are 
breaking  new  ground  in  mitigation 
planning.  With  grants  from  HMPI, 
eleven  cities  and  counties  are  formulat- 
ing hazard  mitigation  plans  that  will 
serve  as  models  for  other  communities 
in  the  state  (see  the  sidebar  on  this  page 
for  a  list  of  the  communities).  These 
Demonstration  Communities  are  re- 
ceiving technical  assistance  and  guid- 
ance in  formulating  their  plans,  as  well 
as  training  in  using  sophisticated  com- 
puterized analysis  in  the  planning  pro- 
cess. HMPI  is  rapidly  expanding  the 
scope  of  its  services  to  include  as  many 
governments  in  the  Floyd  disaster  area 
as  feasible.  These  communities  soon 
will  be  receiving  training  and  materials 
to  begin  their  own  mitigation  planning 
activities. 

The  Hazard  Mitigation 
Planning  Process 

Although  the  Division  of  Emergency 
Management  allows  for  local  creativity 


and  flexibility  among  the  communities 
enrolled  in  HMPI,  there  are  some  stan- 
dards to  shape  and  guide  the  various 
plans  being  formulated.  The  following 
description  of  the  planning  process  is 
adapted  from  documents  prepared  for 
use  by  HMPI  and  other  communities  to 
guide  local  planning  activities  (to  ob- 
tain more  information,  including  a 
copy  of  the  planning  guide,  see  the  side- 
bar below  for  contact  data). 

Conducting  Background  Studies 

The  first  step  in  the  planning  process 
involves  information  gathering.  Basic 
studies  that  must  be  performed  before  a 


HMPI  Demonstration 
Communities 

Boone 

Carteret  County 

Craven  County 

Elizabethtown 

Franklin  County 

Johnston  County 

Lenoir  County 

Mecklenburg  County 

New  Hanover  County 

Pender  County 

Washington 


Becoming  an  HMPI/ 
Project  Impact  Community 

The  Division  of  Emergency  Management  is  eager  to  expand  the  Haz- 
ard Mitigation  Planning  Initiative  (HMPI)  to  communities  across  the 
state,  and  it  continues  to  seek  local  governments  that  have  demonstrated 
a  commitment  to  hazard  mitigation.  As  mitigation  funds  become  avail- 
able, the  division  will  continue  to  award  mitigation  planning  grants  to 
local  governments  that  have  applied  for  and  are  selected  as  new  HMPI 
communities.  Local  governments  are  encouraged  to  prepare  and  submit 
grant  applications  for  participation  in  HMPI  even  if  adequate  funding  is 
not  currently  available  through  the  division. 

An  essential  component  of  HMPI  is  Project  Impact,  an  initiative 
launched  by  the  Federal  Emergency  Management  Agency  (FEMA)  in  Oc- 
tober 1997  in  response  to  rapidly  escalating  disaster  costs  and  the  grow- 
ing need  to  assist  communities  in  protecting  lives  and  property.  Project  Im- 
pact communities  receive  grant  funding  and  technical  assistance  from 
both  the  federal  and  the  state  government  to  begin  addressing  their  poten- 
tial hazards  and  implementing  disaster  prevention  strategies.  Such  strat- 
egies may  include  but  are  not  limited  to  hazard  mitigation  planning,  policy 
and  regulatory  standards,  public  awareness  and  education  programs,  and 
structural  mitigation  projects. 

The  designation  of  Project  Impact  communities  occurs  annually  in  co- 
ordination with  FEMA.  Each  year  the  Division  of  Emergency  Manage- 
ment nominates  at  least  one  community  to  participate  in  the  project.  Once 
approved  by  FEMA,  the  nominated  communities  receive  their  Project  Im- 
pact designation  and  funding  award.  All  North  Carolina  communities 
awarded  a  Project  Impact  designation  also  become  participants  in  HMPI. 

Communities  that  apply  for  participation  in  HMPI  or  Project  Impact 
are  evaluated  on  the  basis  of  numerous  criteria,  including  (1)  a  demon- 
strated commitment  to  hazard  mitigation,  (2)  hazard  vulnerability, 
(3)  capability  to  adopt  and  implement  mitigation  strategies,  and  (4)  local 
political  support. 

To  learn  more  about  applying  for  participation  in  HMPI  and  Project 
Impact,  or  to  receive  copies  of  the  planning  guide,  contact  Darrin 
Punchard,  HMPI/Project  Impact  Coordinator,  North  Carolina  Division 
of  Emergency  Management,  1 16  West  Jones  Street,  Raleigh,  NC  27603- 
1335,  phone  (919)  715-9195;  or  visit  the  Division  of  Emergency 
Management's  Web  site,  www.ncem.org. 
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As  Hurricane  Floyd 
makes  landfall  in 
North  Carolina, 
evacuations  of 
coastal  areas  create 
near-standstill  traffic 
as  far  inland  as 
Interstate  40  near 
the  Raleigh-Durham 
International  Airport. 
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mitigation  plan  can  be  formulated  are 
as  follows: 

»  Identifying  and  analyzing  the  natural 
hazards  that  affect  the  area 

•  Analyzing  the  area's  vulnerability  to 
each  type  of  natural  hazard 

•  Assessing  the  capability  of  the  area 
to  mitigate  those  hazards  effectively 

•  Analyzing  the  acceptability  of  the  ex- 
isting level  of  risk 

Hazard  Identification  and  Analysis 

In  the  first  basic  study,  the  community 
identifies  and  maps  its  problems — the 
types  of  hazards  that  exist,  the  fre- 
quency and  the  probability  of  their  oc- 
currence, their  strength  and  impact, 
and  the  location  within  the  community 
where  the  impact  may  be  felt.  This  step 
allows  the  community  to  focus  limited 
resources  on  hazards  with  the  highest 
likelihood  of  occurrence  and  the  great- 
est potential  impact.  Resources  for  col- 
lecting hazard  data  include  local  maps; 
state,  regional,  and  local  agencies;  and 
federal  Flood  Insurance  Rate  Maps 
(FIRiMsi.  Unfortunately,  FlRMs  and 
other  types  of  hazard  maps  for  many 
localities  are  in  need  of  updating,  but 
the  lack  of  precision  in  delineating  haz- 
ardous areas  should  not  dissuade  com- 
munities from  using  all  available  data 


for  planning  purposes.  Not  to  be  dis- 
counted as  a  source  of  information  is 
historical  evidence  from  past  hazard 
events  and  the  cumulative  knowledge 
of  residents  and  long-time  community 
members.  Even  anecdotal  evidence 
about  "the  big  one"  that  occurred  a 
generation  ago  can  provide  valuable 
information  for  planners  and  policy 
makers. 

Vulnerability  Analysis 

The  second  background  study  is  to  de- 
termine the  community's  level  of  vul- 
nerability— both  now  and  in  the  fu- 
ture— to  the  natural  hazards  identified 
in  the  previous  step.  This  analysis  high- 
lights who  and  what  is  at  risk.  To  target 
mitigation  efforts  appropriately,  the 
community  must  know  where  and  to 
what  extent  it  is  susceptible  to  the  im- 
pact of  natural  hazards.  Vulnerability 
assessment  includes  recording  popula- 
tion numbers  (including  such  details  as 
seasonal  fluctuations  and  special  popu- 
lations); the  number,  type,  location, 
and  value  of  residential,  commercial, 
and  industrial  structures;  the  location 
of  critical  facilities  such  as  hospitals, 
power  plants,  and  police  and  fire  sta- 
tions; the  types  of  regional  activities 
that  may  affect  the  community's  vulner- 
ability; and  the  location  of  deve'opable 


and  undevelopable  lands.  Data  sources 
include  local  and  state  population  fig- 
ures, existing  land-use  maps,  and  tax 
assessment  maps.  Future  vulnerability 
of  people  can  be  determined  using 
population  projections  or  estimated 
growth  rates.  Focal  land-use  plans, 
zoning  ordinances,  and  other  regula- 
tory and  policy  instruments  that  deter- 
mine where,  when,  and  how  land  may 
be  developed  can  be  used  for  assessing 
the  vulnerability  of  the  future  built  en- 
vironment. 

To  be  truly  useful,  hazard  back- 
ground analyses  must  be  mapped.  All 
the  identified  hazard  areas  should  be 
displayed,  and  critical  facilities,  em- 
ployment centers,  structures  that  have 
been  repeatedly  damaged,  and  infra- 
structure (roads,  bridges,  water  and 
sewer  lines,  and  so  forth)  should  be 
marked.  Planners  can  then  overlay  ex- 
isting land-use  maps  and  tax  maps  to 
determine  what  is  at  risk  in  relation  to 
the  hazards.  Future  vulnerability  can  be 
displayed  graphically  by  overlaying  the 
local  zoning  map  and  vacant-lands  map 
to  show  potential  development  in  rela- 
tion to  areas  of  risk.  Many  communi- 
ties find  that  the  application  of  Geo- 
graphic Information  Systems  (GIS) — a 
computerized  analytical  tool — is  an  ef- 
fective means  to  carry  out  this  step,  but 
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GIS  is  merely  an  instrument  to  help 
determine  vulnerability.  Communities 
that  do  not  have  the  resources  to  engage 
in  the  sophisticated  analyses  that  GIS 
affords  can  carry  out  hazard  assessment 
in  a  more  rudimentary  fashion  with  tra- 
ditional maps  and  grease  pencils.  The 
critical  issue  is  to  gather  the  data  and 
present  them  in  a  format  useful  for 
policy  formulation. 

Capability  Assessment 

The  capability  assessment  involves  as- 
certaining the  legal  authority  vested  in 
local  governments  to  pursue  measures 
to  mitigate  the  impact  of  natural  haz- 
ards. The  assessment  also  involves 
evaluating  the  community's  political 
willpower,  institutional  framework, 
technical  know-how,  and  ability  to  pay 
for  mitigation.  The  capability  of  all  lev- 
els of  government  (local,  state,  regional, 
and  federal),  as  well  as  the  potential 
contributions  of  nongovernmental  or- 
ganizations (churches,  charities,  com- 
munity relief  funds,  the  Red  Cross,  hos- 
pitals, for-profit  businesses,  nonprofit 
organizations,  and  the  like)  should  be 
included,  with  a  description  of  their 


usefulness  to  the  local  community  in 
terms  of  hazard  mitigation. 

The  capability  assessment  is  more 
than  an  inventory  of  existing  mitigation 
measures  and  organizations  with  re- 
sponsibility for  hazard  mitigation.  It 
should  include  evaluation  of  the  de 
facto  mitigation  measures — those  that 
may  be  designed  for  another  purpose 
but  nevertheless  have  an  effect  (either 
positive  or  negative)  on  hazard  vulner- 
ability. For  example,  preserving  ocean- 
front  dunes  for  aesthetic  purposes  also 
buffers  shoreline  property  from  wind 
and  waves.  The  assessment  also  must 
identity"  and  analyze  existing  local  poli- 
cies or  practices  that  may  weaken  miti- 
gation efforts  or  even  exacerbate  the 
risk  facing  the  local  community  from 
natural  hazards.  These  might  include 
formally  adopted  policies  (for  example, 
relaxation  of  building  code  require- 
ments following  a  flood  or  a  hurricane 
to  speed  recovery")  or  political  directives 
concerning  allocation  of  public  re- 
sources (for  example,  a  decision  to  fi- 
nance the  extension  of  utilities  and  pub- 
lic services  to  hazardous  areas). 

There  often  is  significant  divergence 


between  the  legal  authority  to  act  and 
the  political  willingness  or  the  financial 
ability  to  carry  through.  The  political 
dimension  may  be  particularly  difficult 
to  assess  in  advance.  However,  analyz- 
ing how  to  insert  mitigation  routinely 
into  everyday  decision  making  can  go  a 
long  way  toward  depoliticizing  the  is- 
sue. If  mitigation  comes  to  the  forefront 
of  the  community's  concerns,  local 
elected  officials  may  be  much  more 
likely  to  promote  its  implementation. 
Public  education  and  awareness  cam- 
paigns about  the  long-term  economic 
benefits  and  social  utility  of  mitigation 
also  can  help  foster  its  general  accep- 
tance by  citizens  and,  in  turn,  by  elected 
officials. 

Funding  for  mitigation  may  be  a  low 
priority  in  some  local  budgets.  Fortu- 
nately, diverse  sources  of  assistance  are 
available  to  communities  to  increase 
their  financial  capability,  including 
both  government  and  private  pro- 
grams. National  programs  provide  the 
bulk  of  disaster-related  financing.  Miti- 
gation grants  and  loans  are  available 
to  eligible  communities  from  FEMA, 
the  U.S.  Department  of  Housing  and 


Officials  in  the  state's  Division  of  Emergency  Management  used  a  geographic  information  system  (GIS)  to  generate  this 
map  of  100-  and  500-year  flood  zones  in  a  section  of  Wayne  County.  Officials  analyzed  land  parcels  within  the  flood- 
hazard  areas  to  identify  opportunities  for  mitigating  future  damage  from  floods. 
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The  flooding  may  have  serious  environ- 
mental and  health  consequences.  Above 
and  right:  pigs  struggling  to  stay  alive  as 
rising  floodwaters  threaten  them;  a 
flooded  hog  lagoon.  Below:  one  of 
more  than  five  junkyards  located  within 
the  floodplain  of  the  Neuse  River  that 
were  overrun  bv  floodw  aters. 
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Urban  Development,  the  federal  Small 
Business  Administration,  and  other  fed- 
eral agencies  following  a  declared  disas- 
ter. But  local  communities  need  not  rely 
solely  on  government  financing  to  aug- 
ment the  local  hazard-mitigation  bud- 
get. For  instance,  local  businesses  and 
organizations  will  frequently  support 
projects  that  benefit  their  customers  or 
employees  or  constitute  good  public  re- 
lations. Other  groups  or  individuals 
may  be  willing  to  donate  in-kind  goods 
or  services,  eliminating  the  need  for 
cash.  Often  the  in-kind  and  volunteer 
contributions  of  community  members 
can  be  counted  toward  the  locil  share 


that  is  typically  needed  to  supplement 
an  outside  source  of  funds. 

Acceptability  Assessment 

On  the  basis  of  the  background  studies 
on  hazards,  vulnerability,  and  capabil- 
ity to  respond,  the  locality  should  deter- 
mine whether  the  existing  level  of  risk  is 
acceptable.  If  not.  the  locality  should 
create  a  plan  to  reduce  its  vulnerability. 

Formulating  Goals  and  Objectives 

Once  the  background  analyses  have 
been  performed,  the  community  can 
use  the  information  to  create  a  vision 
for  change.  Often  a  communitv  alreadv 
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has  formulated  goal  statements  in  other 
documents  that  can  help  develop  miti- 
gation priorities  and  support  mitigation 
objectives.  The  comprehensive  plan 
(which  governs  the  locality's  overall 
land-use  pattern),  the  capital  improve- 
ments plan  (which  identifies  where  and 
when  local  expenditures  for  infrastruc- 
ture will  take  place),  the  floodplain 
management  plan  (which  delineates 
flood-hazard  areas  and  regulates  activi- 
ties located  there),  and  other  locally  en- 
acted policies  and  plans  may  be  sources 
of  already  existing  goal  statements  that 
can  be  incorporated  into  the  hazard 
mitigation  plan. 

Many  communities,  however,  did 
not  address  hazards  when  they  estab- 
lished their  goals  and  objectives.  As  a 
result,  they  may  have  overlooked  haz- 
ard risks,  and  some  of  their  goals  and 
objectives  may  even  hinder  mitigation. 
Thus  they  may  have  to  create  new  goals 
or  reconcile  old  ones  with  their  interest 
in  mitigation. 

To  the  greatest  degree  possible,  miti- 
gation goals  and  objectives  should  be 
integrated  with  other  local  interests. 
Examples  of  other,  broad-based  goals 
that  can  support  mitigation  goals  (and 
vice  versa)  include  providing  open 
space,  conserving  the  environment,  pro- 
tecting natural  areas,  improving  water 
quality,   preserving  historic   buildings 


The  flooding  of  cemeteries,  like  this  one  near  Kinston,  had  bizarre  results:  coffins 
unearthed  and  washed  away. 


and  structures,  and  maintaining  a  stable 
and  growing  business  community. 

Formulating  Policy,  Programs, 
and  Strategies 

The  policies,  programs,  and  strategies 
contained  in  the  local  mitigation  plan 
direct  what  action  will  be  taken  to 
make  the  community  safer.  Policies  are 
principles  of  hazard  mitigation,  ex- 
pressed as  action  statements.  Policy 
areas    to    which    mitigation    concepts 
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should  be  directed  include  environmen- 
tal protection,  transportation,  housing, 
and  management  of  growth  and  de- 
velopment and  other  major  local  func- 
tions. For  example,  a  policy  might  de- 
termine which  critical  environmental 
areas  merit  special  protection  from  de- 
velopment, thereby  enhancing  their 
natural  mitigation  features.  Another 
policy  might  govern  transportation  ca- 
pacity, ensuring  that  adequate  evacua- 
tion time  is  allowed  in  case  of  a  major 
hazard  event. 

Programs,  made  up  of  strategies  de- 
signed to  implement  the  plan,  are  the 
means  by  which  policy  is  carried  out. 
A  comprehensive  mitigation  plan  will 
contain  several  programs,  each  of 
which  complements  and  supports  the 
others.  For  example,  as  part  of  their 
mitigation  plans,  some  communities 
have  enacted  programs  to  control  the 
rate  of  growth  in  environmentally 
sensitive  areas  and  areas  with  limited 
evacuation  capacity.  Strategies  used  to 
carry  out  such  programs  include  delin- 
eating preferred-growth  areas  and  de- 
veloping small-area  plans  for  the  tar- 
geted locations.  Increasingly,  local  gov- 
ernments are  devising  acquisition  pro- 
grams to  obtain  rights  to  critical  pieces 

Residents  of  Edgecombe  and  south  Pitt 
counties,  surrounded  by  floodwaters, 
were  airlifted  by  U.S.  Coast  Guard 
SH-43  helicopters  to  a  shelter  at 
Tarboro  High  School. 
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Princeville,  the  first  town  chartered  by 
freed  blacks,  on  February  20,  1885, 
was  severely  damaged  by  floodwaters. 
At  right,  water  overtakes  the  Princeville 
Town  Hall.  On  February  29,  President 
Clinton  created  a  special  council  on 
the  town,  directing  a  dozen  Cabinet 
members  and  senior  officials  to  help 
rebuild  it.  It  "holds  a  special  and  highly 
significant  place  in  our  nation's  history," 
he  said. 


of  property.  By  acquiring  property  ei- 
ther in  "fee  simple"  (with  full  rights  of 
ownership)  or  through  easements,  local 
governments  can  protect  sensitive  areas 
from  development  and  prevent  a  dra- 
matic rise  in  the  locality's  vulnerability. 

Adopting  and  Implementing  a  Plan 

To  become  enforceable  policy,  a  local 
hazard-mitigation  plan  must  be  adopt- 
ed by  the  governing  body  of  the  local 
government.  A  series  of  recommenda- 
tions made  by  planning  staff  will  not 
have  the  same  impact  as  an  official 
document  that  lays  out  the  govern- 
ment's policies  regarding  mitigation. 

No  plan  is  self-executing,  so  the  real 
challenge  of  hazard-mitigation  plan- 
ning involves  converting  the  plan  into 
action.  It  is  important  to  have  some  im- 
plementation mechanisms  in  place  be- 
fore a  disaster  occurs,  such  as  a  list  of 
sites  to  be  acquired  or  a  reserve  fund  to 
move  damaged  infrastructure.  The  plan 
should  specify  the  people  or  the  offices 
within  the  community  that  are  respon- 
sible for  carrying  out  the  actions,  and 
set  forth  a  schedule  to  ensure  timely 
implementation.  The  intent  of  the  im- 
plementation section  is  to  alter  the  tra- 
ditionally reactive  nature  of  a  response 
to  disaster.  The  proactive  nature  of 
mitigation  planning  is  what  leads  to 
successful  reduction  of  hazard  vulner- 
ability. 

Creation  of  Sustainable 

Communities  through 

Hazard  Mitigation 

Communities  that  have  been  through  a 
disaster  such  as  Hurricane  Floyd  have 
lost  much.  But  they  also  can  gain  much. 
Redevelopment  can  take  place  in  a 
manner  that  allows  localities  to  rebuild 
as  stronger,  more  resilient,  even  better 
communities   than    before.    Following 


a  disaster  the  significant 
challenge  for  communities 
is  how  to  balance  the  driv- 
ing need  for  rapid  recovery 
with  the  importance  of 
implementing  long-term 
hazard  mitigation.  Meet- 
ing basic  needs  and  reset- 
tling displaced  populations 
often  overshadow  consid- 
eration of  the  community's 
sustain  ability.  Once  a 
community  has  initiated 
full-scale  reconstruction, 
modifying  projects  to  meet 
sustainability  objectives  is 
difficult.  This  phenom- 
enon highlights  the  need 
for  pre-disaster  mitigation 
planning  that  incorporates 
principles  of  sustainable 
development  within  the 
context  of  reconstruction. 
By  looking  closely  at  the 
hazards  they  face  and  the 
impacts  those  hazards  can 
have,  citizens  can  direct  de- 
velopment in  ways  that  do  not  pose  the 
same  risks.  They  can  take  the  process 
further,  incorporating  into  all  redevel- 
opment efforts  the  principles  of  smart 
growth:  a  sense  of  stewardship,  an  ethic 
of  environmental  protection  and  natu- 
ral resource  preservation,  and  a  com- 
mitment to  equity  and  parity.  Both  ur- 
ban and  rural  areas  can  be  rebuilt  to 
meet  the  needs  of  the  current  generation 
while  protecting  the  ability  of  future 
generations  to  meet  their  own  needs. 


This  Oak  Is 
foundation 


land  home  was  partially  lifted  off  its 
and  grotesquely  twisted. 

Sustainable  development  through 
mitigation  is  not  an  impediment  to 
growth.  By  building  a  community  that 
is  resilient  to  natural  hazards,  citizens 
strengthen  the  local  economy.  A  locality 
that  reduces  its  vulnerability  will  expe- 
rience less  restoration  time,  shortened 
business  downtime,  and  less  social  dis- 
ruption following  a  disaster,  freeing  re- 
sources that  would  otherwise  be  de- 
voted to  response  and  recovery,  and 
more  quickly  improving  citizens'  lives. 
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Addressing  Domestic  Violence 
in  Immigrant  Communities 

Deborah  M.  Weissman 


The  need  for  adequate  legal  inter- 
vention to  protect  battered  wo- 
men is  compelling.  Disturbingly 
prevalent  in  the  population  at  large, 
domestic  violence  assumes  even  more 
troubling  dimensions  in  the  growing 
immigrant  communities  across  the 
United  States.  Immigrant  women  in 
abusive  relationships  are  in  a  particu- 
larly precarious  situation  because  they 
are  vulnerable  to  both  physical  assault 
and  coercive  measures  related  to  their 
immigration  status.  An  abuser  may,  for 
example,  threaten  his  wife  with  depor- 
tation by  the  Immigration  and  Natural- 
ization Service  (INS),  refuse  to  file 
necessary  papers  to  legalize  her  immi- 
gration status,  or  deliberately  hide  or 
destroy  documents  indispensable  to  her 
lawful  stay  in  the  United  States,  such  as 
a  passport,  a  birth  certificate,  or  a  mar- 
riage certificate.  Further,  an  immi- 
grant woman  who  leaves  an  abusive 
marriage  risks  her  ability  to  obtain  law- 
ful permanent  residence,  which  is  con- 
tingent on  her  husband's  cooperation 
with  the  INS. 

This  article  focuses  primarily  on  im- 
migrant women  married  to  U.S.  citizens 
or  lawful  permanent  residents  (LPRs). 
But  the  condition  of  a  battered  immi- 
grant woman  living  with  a  spouse  who 
is  not  legally  present  in  the  United 
States  may  be  even  more  desperate,  for 
there  are  few  legal  remedies  that  do 
not  expose  her  to  the  possibility  of  de- 
portation. 


The  author  is  a  member  of  the  faculty  of 
the  UNC-CH  School  of  Law,  with  research 
interests  in  immigration  law  and  domes- 
tic violence.  She  also  is  the  chair  of  the 
North  Carolina  Domestic  Violence  Com- 
mission. 


For  many  women,  deportation  is  a 
prospect  to  be  avoided  at  all  costs.  It 
may  mean  a  return  to  a  life  of  malnutri- 
tion, poverty,  and  disease  for  them  and 
their  children.  For  women  who  have 
fled  political  persecution,  it  may  mean 
torture,  jail,  or  even  death.1  Conse- 
quently, if  an  immigrant  woman  is  un- 
aware of  the  legal  remedies  available  to 
her,  she  may  well  be  reluctant  to  leave 
an  abusive  relationship.  (Other  factors 
may  keep  immigrant  women  in  abusive 
relationships.  See  the  sidebar,  page  14.) 

Effects  of 
Immigration  Law 

To  comprehend  the  effects  of  immigra- 
tion law  on  efforts  to  deal  with  domes- 
tic violence,  one  first  must  understand 
how  noncitizens  may  lawfully  enter  and 
remain  in  the  United  States.  Federal  law 
governs  whether,  when,  and  how  non- 
citizens  may  enter  the  country.2  Non- 
citizens  who  come  to  the  United  States 
with  the  intention  of  living  here  indefi- 
nitely are  considered  immigrants.  Non- 
citizens  who  come  for  a  fixed  period 
and  a  specific  purpose,  such  as  tourists 
or  students,  are  considered  nonimmi- 
grants and  are  not  the  focus  of  this  ar- 
ticle. 

Immigrants  may  become  LPRs — a 
status  allowing  them  to  remain  and 
work  in  the  United  States  indefinitely 
and  a  critical  preliminary  step  to  be- 
coming citizens — in  one  of  four  ways. 
They  may  be 

1.  sponsored  by  an  immediate  family 
member  who  is  a  U.S.  citizen  or  an 
I. PR; 

2.  sponsored  by  an  employer  who  has 
completed  the  necessary  process 
with  the  U.S.  Department  of  Labor; 
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Other  Obstacles  to  Legal  Relief  and  Protection 

In  addition  to  the  legal  issues  discussed  in  the  accompanying  article,  other 
obstacles  may  discourage  and  occasionally  prevent  immigrant  victims  of 
domestic  violence  from  obtaining  legal  relief  and  protection. 

Linguistic  and  cultural  barriers.  Battered  immigrant  women  may  be  unable 
to  communicate  proficiently  in  English.  That  makes  access  to  lawyers,  courts, 
domestic  violence  shelters,  and  social  services  agencies  more  difficult.1  Al- 
though many  programs  providing  services  to  victims  of  domestic  violence  are 
conscious  of  the  need  for  bilingual  staff,  they  may  lack  the  resources  to  expand 
their  services.  Different  cultural  norms  also  may  deter  an  immigrant  woman 
from  seeking  help.  Within  immigrant  families  and  communities,  violence  in  a 
marriage  may  be  seen  as  a  "private"  problem,  and  a  woman  may  be  discour- 
aged from  going  outside  traditional  family  structures  for  solutions.  Also,  an 
immigrant  woman  may  be  unwilling  or  unable  to  bear  the  consequences  of 
ending  her  marriage,  such  as  estrangement  from  family  and  community.2 

Lack  of  familiarity  with  the  legal  system.  Many  immigrant  women  lack  fa- 
miliarity with  the  legal  system  in  the  United  States.  Further,  they  may  be  reluc- 
tant to  appeal  to  the  courts  as  a  result  of  experiences  with  the  legal  systems  in 
their  home  countries.  For  example,  in  judicial  systems  in  some  nations,  nota- 
rized affidavits,  not  oral  testimony,  are  the  primary  form  of  evidence,  and  the 
testimony  of  women  may  carry  little  weight.'  Some  immigrants  also  may  be 
accustomed  to  dealing  with  a  legal  system  in  which  outcomes  are  a  function 
of  economic  privilege  or  political  connections  rather  than  due  process  of  law.4 

Fear  of  the  police.  In  one  study  in  1990,  only  2  percent  of  battered  immi- 
grant women  interviewed  called  the  police  for  assistance."  This  low  reporting 
rate  may  be  the  result  of  immigrants'  fear  that  the  police  will  report  them  to 
the  INS  and  that  deportation  will  follow.  The  low  reporting  rate  also  may  be 
a  consequence  of  immigrants'  experience  in  their  home  countries,  where  po- 
lice may  intervene  infrequently  in  domestic  situations  or  be  agents  of  a  repres- 
sive government. h 

Ignorance  and  fear  of  social  services  agencies.  Relatively  few  immigrants 
are  aware  of  the  range  of  social  services  that  they  may  obtain.  In  most  Latin 
American  countries,  for  example,  legal  services  agencies  are  virtually  un- 
known. Also,  the  quasi-governmental  status  of  social  and  legal  services  agen- 
cies may  arouse  fear  that  involvement  with  them  could  bring  the  attention  of 
the  INS  and  lead  to  deportation.8 
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3.  chosen  in  the  "diversity  visa"  pro- 
gram, a  lottery  designed  to  encour- 
age immigration  from  countries 
that  in  recent  years  have  sent  the 
fewest  number  of  immigrants  to 
the  United  States;  or 

4.  granted  status  as  a  refugee  or  an 
"asylee"  (one  granted  asylum) 
based  on  a  well-founded  fear  of 
being  persecuted  in  their  home 
country. ; 

Immigrants  married  to  U.S.  citizens 
or  LPRs  often  seek  LPR  status  on  the 
basis  of  the  first  method,  family  spon- 
sorship. Women  married  to  U.S.  citizens 
are  eligible  for  immigrant  visas  without 
quota  limitation  and  must  simply  wait 
until  the  INS  processes  the  paperwork.4 
Further,  these  women  are  eligible  to  be- 
come LPRs  immediately.  Women  mar- 
ried to  LPRs  also  are  eligible  for  immi- 
grant visas,  but  they  are  assigned  to 
"preference"  categories  according  to 
their  country  of  origin  and  then  are  sub- 
ject to  quotas  and  waiting  periods  be- 
fore they  can  enter  the  United  States  and 
apply  to  become  LPRs.'  In  either  case 
the  immigrant  wife  must  rely  on  her  hus- 
band to  complete  and  file  the  necessary 
paperwork  and  to  attend  at  least  one 
marriage  interview  with  the  INS. 

Early  Immigration  Law 

The  legislative  history  of  the  federal 
Immigration  and  Naturalization  Act 
underscores  congressional  concern  for 
preserving  the  traditional  family  unit.6 
Immigration  laws  have  not  always  re- 
flected the  needs  and  the  circumstances 
of  women,  however.  Early  immigration 
laws  incorporated  the  doctrine  of  "co- 
verture," the  proposition  that  the  hus- 
band was  the  head  of  the  household 
and  that  a  married  woman's  nationality 
and  residence,  among  other  things,  de- 
rived from  her  husband.  As  a  result, 
citizen  or  I. PR  husbands  were  legally 
entitled  to  control  the  immigration  sta- 
tus of  their  noncitizen  wives. 

Immigration  Marriage  Fraud 
Act  of  1986 

The  passage  of  the  Immigration  Mar- 
riage Fraud  Act  (IMFA)  in  1986  cre- 
ated additional  difficulties  for  battered 
women  by  introducing  another  step  in 
the  process  of  obtaining  LPR  status 
based  on  marriage.  The  IMFA  contin- 
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ued  to  require  a  citizen  or  LPR  husband 
to  submit  a  petition  for  his  noncitizen 
wife.  However,  rather  than  granting 
l.PR  status  to  the  noncitizen  spouse  on 
approval  of  the  petition,  the  IMFA 
mandated  a  "conditional  residency"  of 
two  years  if  the  marriage  was  less  than 
two  years  old  when  the  petition  was 
approved."  For  the  noncitizen  wife  to 
obtain  LPR  status  and  avoid  deporta- 
tion, she  and  her  husband  had  to  file  a 
joint  petition  before  the  expiration  of 
two  years,  demonstrating  that  the  wife 
did  not  enter  into  the  marriage  to  ob- 
tain immigration  status  and  that  the 
marriage  still  existed."  The  intent  of  the 
IMFA  was  to  deter  immigrants  from 
entering  into  fraudulent  marriages  to 
gain  LPR  status.1"  The  two-year  condi- 
tional residency  and  the  joint-filing  re- 
quirement, however,  created  additional 
hardships  for  women  whose  legitimate 
marriages  had  become  intolerable  be- 
cause of  domestic  violence. 

IMFA  Amendments  of  1990- 
Battered  Spouse  Waivers 

Recognizing  the  dangerous  conse- 
quences of  the  1986  law,  Congress 
amended  the  IMFA  in  1990  to  allow 
battered  spouses  to  apply  for  a  waiver 
of  the  joint-filing  requirement  so  that 
they  may  move  from  conditional  to  per- 
manent status  without  the  cooperation 
of  an  abusive  spouse.  To  obtain  a 
waiver,  an  immigrant  wife  has  to  dem- 
onstrate that  she  entered  into  the  mar- 
riage in  good  faith  and  that  she  or  her 
child  has  been  "battered  or  subjected] 
to  extreme  cruelty.""  These  provisions 
improve  a  battered  woman's  opportu- 
nity to  obtain  LPR  status,  but  the  law 
continues  to  pose  problems  for  women 
in  abusive  relationships.  INS  regula- 
tions implementing  the  amendments 
create  stringent  proof  requirements  that 
limit  the  usefulness  of  the  waiver  provi- 
sions.12 More  important,  the  1990 
IMFA  amendments  did  not  eliminate 
the  power  of  abusive  spouses  to  control 
the  immigration  status  of  their  wives 
because  IMFA  waivers  still  were  avail- 
able only  to  wives  whose  husbands  had 
filed  the  required  initial  petitions  for 
conditional  residency.  Thus,  even  after 
the  1 990  amendments,  wives  whose 
husbands  refused  to  file  any  of  the 
necessary  paperwork  with  the  INS  still 
were  without  a  remedy. 


Early  immigration  laws  incorporated  the 

doctrine  of  "coverture,"  the  proposition  that 

the  husband  was  the  head  of  the  household 

and  that  a  married  woman's  nationality  and 

residence  .  .  .  derived  from  her  husband. 


Violence  Against  Women  Act  of  1994 

Four  years  later,  Congress  passed 
the  Violence  Against  Women  Act 
(VAWA),n  intended  to  be  a  comprehen- 
sive effort  to  address  domestic  violence 
and  sexual  assaults,  and  to  expand  the 
federal  presence  in  domestic  violence 
matters.  The  law  provides  various 
forms  of  relief,  including  funding  for 
women's  shelters,  a  national  domestic- 
abuse  hotline,  rape  education  and  pre- 
vention programs,  training  for  federal 
and  state  judges,  and,  of  greatest  rel- 
evance to  this  article,  immigration  rem- 
edies for  battered  women. 

For  battered  immigrants  who  depend 
on  citizen  and  LPR  spouses  for  law- 
ful status  in  the  United  States,  VAWA 
offers  two  important  forms  of  relief: 
"self-petitioning,"  under  which  abused 
spouses  of  citizens  or  I.PRs  may  file 
their  own  petitions  for  LPR  status;  and 
"cancellation  of  removal,"  under  which 
battered  spouses  may  avoid  deporta- 
tion from  the  United  States  and  obtain 
LPR  status.  The  remedies  are  available 
to  both  men  and  women  who  meet  the 
eligibility  criteria,  but  the  focus  in  this 
article  is  women  because  they  are  more 
likely  to  be  victims  of  domestic  violence 
and  more  likely  to  be  in  need  of  these 
remedies. 

The  statute  and  the  implementing 
regulations  set  forth  eligibility  cri- 
teria for  each  remedy,  as  follows.  A  self- 
petitioner  must 

1.  be  married  to  a  U.S.  citizen  or  an 
LPR  at  the  time  of  filing  the  peti- 
tion; 

2.  have  married  in  good  faith; 

3.  reside  in  the  United  States; 

4.  have  resided  with  the  abuser  in  the 
United  States; 

5.  have  been  abused  by  the  citizen  or 
LPR  spouse; 

6.  be  of  good  moral  character;  and 

7.  be  a  person  for  whom  deportation 
would  result  in  extreme  hardship 
to  herself  or  her  children. 


Children  may  be  included  as  deri- 
vative beneficiaries  under  an  abused 
spouse's  self-petition.  Abused  children, 
or  the  married  parent  of  an  abused 
child,  also  may  self-petition.  A  self- 
petition  will  be  denied  if,  before  filing, 
the  marriage  has  legally  ended  through 
annulment,  death,  or  divorce. 

Self-petitioning  is  a  complex  legal 
process  and  generally  requires  the  skills 
of  an  attorney.  Once  a  self-petition  is  ap- 
proved, an  immigrant  is  eligible  to  apply 
for  work  authorization  and  for  LPR  sta- 
tus. If  she  is  married  to  a  U.S.  citizen,  the 
petitioner  may  apply  for  LPR  status  im- 
mediately. If  she  is  married  to  an  LPR, 
the  petitioner  is  subject  to  a  waiting 
period,  the  length  of  which  depends  on 
the  petitioner's  country  of  origin. 

To  be  eligible  for  cancellation  of  re- 
moval— which  essentially  means  sus- 
pension of  deportation — the  applicant 
must 

1.  have  been  married  to  a  U.S.  citizen 
or  an  LPR; 

2.  be  subject  to  deportation; 

3.  have  been  physically  present  in  the 
United  States  continuously  for  at 
least  three  years; 

4.  have  been  battered  or  subjected  to 
extreme  cruelty  while  in  the  United 
States  by  a  spouse  or  a  parent  who 
is  a  U.S.  citizen  or  an  LPR  (or  be  the 
parent  of  a  child  subjected  to  such 
abuse); 

5.  be  of  good  moral  character;  and 

6.  be  a  person  for  whom  deportation 
would  result  in  extreme  hardship 
to  herself  or  her  children. 

A  woman  who  has  a  child  with  a  citi- 
zen or  an  LPR  but  is  not  married  to 
him,  also  may  be  eligible  for  relief  for 
herself  and  her  child  if  the  citizen  or 
LPR  parent  has  abused  the  child. 

Unlike  self-petitioning,  cancellation 
of  removal  is  available  as  a  remedy  after 
a  woman  is  divorced  from  an  abusive 
husband.  She  may  seek  it,  however, 
only  in  response  to  INS  efforts  to  de- 
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port  her  from  rhe  United  States.  For 
example,  a  battered  immigrant  woman 
who  is  not  eligible  for  self-petitioning 
because  she  is  divorced  must  wait  until 
she  is  subject  to  deportation  proceed- 
ings before  she  may  seek  LPR  status 
and  work  authorization  through  can- 
cellation of  removal. 

The  use  of  VAWA  remedies  can  be 
arduous.  For  both  self-petitioning  and 
cancellation  of  removal,  battered  immi- 
grant women  must  prove  many  ele- 
ments— not  only  abuse  but  also  the 
good  faith  of  the  marriage,  residence 
with  the  abuser  in  the  United  States,  the 
abuser"s  citizenship  or  LPR  status,  and 
extreme  hardship.'4  To  meet  the  defini- 
tion of  extreme  hardship  under  INS 
regulations  related  to  battered  immi- 
grants, the  woman  must  show  that  she 
has  suffered  from  domestic  violence 
and,  as  a  result,  she  or  her  children  have 
ongoing  needs  for  counseling,  medical 
care,  legal  protection,  child  support, 
enforceable  custody  orders,  or  other 
assistance,  that  require  access  to  U.S. 
courts  and  are  not  likely  to  be  met  in 
her  home  country. 

Although  federal  regulations  require 
the  INS  to  consider  "any  credible  evi- 
dence," the  instructions  accompanying 
the  self-petition  forms  suggest  a  prefer- 
ence for  certain  documentation,  such  as 
reports  and  affidavits  from  medical  per- 
sonnel, social  workers,  and  police.  This 
kind  of  documentation  may  be  difficult 
to  obtain,  however.16  For  example,  a 
battered  immigrant  woman's  fear  of 
deportation  may  prevent  her  from  con- 
tacting service  agencies,  including 
health  providers.  That  limits  her  ability 
to  document  the  abuse  she  has  suffered. 
The  next  section  discusses  ways  in 
which  state  court  proceedings  may  as- 
sist battered  immigrant  women  in  meet- 
ing these  requirements,  obtaining  relief 
under  VAWA,  and  ultimately  protecting 
themselves  and  their  children  from  fur- 
ther domestic  violence. 

State  Court  Procedures 
and  Federal  Remedies 

State  Court  Procedures 
In   1979  North  Carolina  enacted  the 
state's  first  domestic  violence  act.  Chap- 
ter SOB  of  the  North  Carolina  General 
Statutes.  Chapter  50B  allows  male  or 


Domestic  violence  orders  not  only  can 

protect  battered  immigrants  from  abuse 

but  also  can  reduce  their  vulnerability 

to  coercive  measures  concerning 

their  immigration  status. 


female  victims  of  domestic  violence  to 
file  civil  actions  in  state  court  to  obtain 
emergency  and  long-term  relief  of  up  to 
one  year.  Physical  or  sexual  violence  as 
well  as  attempted  or  threatened  vio- 
lence are  grounds  for  an  order  of  pro- 
tection, called  a  domestic  violence  pro- 
tective order,  or  DVPO.  In  addition  to 
ordering  the  defendant  to  cease  abuse,  a 
court  may  order  the  defendant  to  stay 
away  from  the  plaintiff,  may  exclude 
the  defendant  from  the  residence,  may 
enter  temporary  custody  and  visitation 
provisions,  and  may  require  child  and 
spousal  support.  The  statute  also  au- 
thorizes the  court  to  grant  any  other 
relief  that  may  be  necessary  to  protect 
the  plaintiff  or  any  minor  child.1 

Battered  women  are  eligible  for  pro- 
tective orders  regardless  of  immigration 
status. ls  Particular  care  is  required, 
how  ever,  to  meet  the  needs  of  battered 
immigrant  women.  Questions  regard- 
ing immigration  status  during  a  state 
court  proceeding  may  discourage  use  of 
these  remedies.1"  Yet,  to  protect  immi- 
grants adequately  from  domestic  vio- 
lence, protective  orders  may  need  to 
account  for  immigration  concerns. 

Tailoring  of  State  Court  Relief 

Domestic  violence  orders  not  only  can 
protect  battered  immigrants  from  abuse 
but  also  can  reduce  their  vulnerability 
to  coercive  measures  concerning  their 
immigration  status.  Although  VAWA 
attempts  to  limit  the  ability  of  abusers 
to  use  immigration  law  as  a  vehicle  to 
maintain  abusive  relationships,  a  bat- 
tered immigrant  is  unable  to  use  VAWA 
successfully  without  the  necessary  docu- 
mentation. State  domestic  violence  rem- 
edies offer  one  possible  solution  to  this 
problem. 

Obtaining  a  protective  order  re- 
straining continued  abuse  both  pro- 
vides  safety  for  an  immigrant  woman 
and  furnishes  the  documentation  of 
abuse  needed  in  VAWA  proceedings.2 


Further,  when  appropriate,  a  protective 
order  granting  the  immigrant  spouse 
exclusive  use  or  possession  of  the  par- 
ties' home  may  give  her  access  to,  and 
the  ability  to  preserve,  documents  nec- 
essary to  make  her  case  during  VAWA 
proceedings.  A  state  court  also  may  or- 
der an  abuser  to  surrender  personal 
property  to  the  abused  spouse,  includ- 
ing papers  and  documents  she  may 
need  to  provide  to  the  INS. 

Custody  and  visitation  provisions 
often  are  the  most  important  aspects  of 
adequate  protection  for  a  victim  of  do- 
mestic violence.11  Battered  women  who 
attempt  to  leave  an  abusive  partner  are 
frequently  driven  by  the  desire  to  pro- 
tect their  children.  If  the  abuser  has 
family  or  other  ties  in  another  country, 
he  may  threaten  to  remove  the  children 
from  the  United  States.  A  protective  or- 
der can  help  meet  this  threat  by  enjoin- 
ing the  abuser  from  removing  the  chil- 
dren from  the  United  States  without  a 
court  order,  and  ordering  the  surrender 
of  the  children's  passports. 

A  battered  immigrant  woman  also 
may  be  in  a  precarious  financial  condi- 
tion because  she  may  lack  work  autho- 
rization and  have  limited  access  to  pub- 
lic benefits.  A  protective  order  may  in- 
clude financial  assistance  in  the  form  of 
child  and  spousal  support.  A  protective 
order  also  may  help  battered  immi- 
grants qualify  for  needed  public  ben- 
efits. If  the  abuse  is  adequately  docu- 
mented, federal  law  allows  battered  im- 
migrants to  obtain  federal  benefits  that 
otherwise  might  be  denied  them.;; 

A  battered  woman  married  to  an 
LPR  or  a  naturalized  citizen  also  may 
have  to  produce  copies  of  documents 
not  easily  accessible  to  her — for  ex- 
ample, the  abuser's  birth  certificate, 
certificate  of  naturalization,  "green 
card"  I  Alien  Registration  Receipt  Card, 
which  identifies  the  rightful  holder  as  a 
permanent  resident  of  the  Linked 
States  i,  passport,  and  alien  registration 
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Project  Esperanza 

Project  Esperanza  is  a  coalition  of  groups  and  people  working  together  to 
serve  battered  immigrants  in  North  Carolina.  Coalition  members  rep- 
resent diverse  interests  and  organizations,  including  health  and  mental 
health  providers,  domestic  violence  advocates,  legal  services  staff,  members 
of  the  academic  community,  and  others.  The  coalition  has  produced  a 
manual,  Project  Esperanza:  A  Guide  to  Working  with  Battered  Latinas, 
which  focuses  on  training  and  public  awareness  activities  for  domestic  vio- 
lence programs,  health  care  organizations,  legal  services  programs,  law  en- 
forcement agencies,  social  services  agencies,  and  other  groups  that  serve  im- 
migrant communities. 

Project  Esperanza  also  has  organized  training  sessions  across  the  state. 
Nearly  one-third  of  the  people  who  have  attended  the  sessions  are  associ- 
ated with  domestic  violence  programs  or  related  agencies.  Health  depart- 
ment and  law  enforcement  personnel  make  up  the  next-largest  groups  of 
participants. 

In  addition,  Project  Esperanza  has  engaged  in  several  community  out- 
reach efforts,  developing  services  appropriate  to  the  cultural  and  sociologi- 
cal context  of  the  immigrant  community  and  collaborating  with  ethnic 
women's  organizations,  Spanish-language  media,  religious  groups,  and  cul- 
tural community  centers. 

For  more  information,  contact  Project  Esperanza,  do  Legal  Services  of  North 
Carolina,  P.O.  Box  26087,  Raleigh,  NC  27611,  phone  (919)  856-2564.  For  a  copy 
of  the  manual,  contact  the  North  Carolina  Coalition  against  Domestic  Violence,  301 
West  Main  Street,  Suite  350,  Durham,  NC  27701,  phone  (919)  956-9124. 


number.  Other  types  of  documentation 
may  be  helpful  in  showing  her  good 
faith  marriage  and  her  residence  with 
the  abuser,  including  wedding  and 
other  photographs,  evidence  of  vaca- 
tions taken  together,  evidence  of  joint 
ownership  of  property,  leases,  insur- 
ance policies,  bank  statements,  income 
tax  forms,  wills,  and  correspondence. 
This  documentation  may  be  difficult  to 
obtain  without  the  intervention  of  a 
state  court  in  a  domestic  violence  pro- 
ceeding. A  state  judge  may  be  able  to  re- 
quire that  such  documents  be  turned 
over  under  either  the  domestic  violence 
statute's  provision  for  determining  pos- 
session of  personal  property  or  the 
statute's  catch-all  provision  allowing 
any  relief  necessary  to  protect  the  plain- 
tiff from  further  abuse.2' 

Without  access  to  VAWA  remedies, 
an  immigrant  woman  is  limited  to  a 
spouse-controlled  immigration  process, 
which  Congress  recognized  as  danger- 
ous to  victims  of  domestic  violence.  In 
passing  VAWA,  Congress  noted  that 
"current  law  fosters  domestic  violence 
...  by  placing  full  and  complete  control 
of  the  alien  spouse's  ability  to  gain  per- 


manent legal  status  in  the  hands  of 
the  citizen  or  lawful  permanent  resident 
spouse."24  By  granting  relief  particular 
to  immigration  concerns,  a  state  court 
does  not  determine  immigration  issues. 
Rather,  it  enhances  the  safety  of  bat- 
tered immigrants  by  allowing  them  to 
obtain  and  preserve  evidence  necessary 
in  VAWA  proceedings. 

There  is  a  final  note  of  caution.  An 
LPR  who  violates  a  protective  order  is 
subject  to  deportation.  Because  VAWA 
remedies  are  available  only  to  spouses 
of  U.S.  citizens  or  LPRs,  the  deporta- 
tion of  the  spouse  of  a  battered  immi- 
grant woman  before  she  qualifies  for 
immigration  relief  under  VAWA  may 
result  in  the  forfeiture  of  such  remedies. 
It  is  possible,  moreover,  for  the  victim  of 
abuse  to  become  a  criminal  defendant 
in  a  domestic  violence  incident  based  on 
accusations  of  her  abuser.  She  also 
might  become  the  subject  of  a  mutual 
( irder  ot  protection,  violation  n\  which 
could  lead  to  her  own  deportation.  Any 
criminal  act  on  her  part  may  subject  her 
to  deportation  or  ineligibility  for  VAWA 
remedies  as  a  result  of  her  failure  to 
prove  good  moral  character. 


The  Role  of  Other  Agencies 

To  ensure  that  the  problems  of  battered 
immigrant  women  are  not  overlooked, 
all  interested  parties — domestic  vio- 
lence experts,  immigration  advocates, 
law  enforcement  agencies,  medical  pro- 
viders, and  social  services  organiza- 
tions— must  work  together.  (For  a  de- 
scription of  a  human  services  coalition 
that  supports  Hispanic  women,  see  the 
sidebar  on  this  page.)  Particular  agen- 
cies and  organizations  are  key  to  over- 
coming obstacles,  as  follows. 

Domestic  Violence  Programs 
and  Shelters 

A  trained  domestic  violence  program 
staff  is  critical  to  the  collection  of  evi- 
dence that  a  battered  immigrant 
woman  needs  to  obtain  a  protective  or- 
der and  relief  under  VAWA.  The  initial 
contact  between  a  battered  immigrant 
and  a  domestic  violence  program  staff 
member  may  be  an  immigrant  victim's 
only  opportunity  to  learn  about  the 
documentation  that  she  must  obtain 
before  leaving  an  abuser. 

Shelter  services  for  battered  women 
are  exempt  from  the  limitations  im- 
posed by  Congress  in  1996  on  public 
benefits  for  immigrants;  such  services 
may  be  provided  to  domestic  violence 
victims  regardless  of  immigration  sta- 
tus.2' Programs  that  receive  federal 
funds  and  refuse  to  serve  battered 
women  because  of  their  immigration 
status,  ethnicity,  or  language  violate 
Title  VI  of  the  Civil  Rights  Act  of  1964, 
which  prohibits  discrimination  on  the 
basis  of  race,  color,  or  national  origin.2" 

Law  Enforcement  Agencies 

Law  enforcement  agencies  also  are  a 
critical  point  of  contact  for  battered 
immigrant  women.  Battered  immi- 
grants may  be  fearful  of  the  police  in 
general  or  fearful  that  the  police  will 
report  them  to  the  INS.  State  and  local 
law  enforcement  officials  are  not  re- 
quired to  contact  the  INS,  however,27 
and  most  view  their  primary  obligation 
as  responding  to  victims  of  crime  within 
their  jurisdiction.  Police  also  can  be  of 
assistance  in  immigrant  communities 
by  collaborating  with  other  agencies, 
participating  in  training,  and  develop- 
ing open  lines  of  communication  with 
immigrant  households. 
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Social  Services  Agencies 

Social  services  agencies  can  distribute 
information  and  participate  in  educa- 
tional efforts  to  inform  victims  about 
domestic  violence  and  the  remedies  that 
may  be  available.  Information  in  the 
appropriate  language  can  be  dissemi- 
nated in  written  form  and  broadcast 
on  local  television  and  radio  stations. 
Groups  can  work  together  to  organize 
public  awareness  campaigns.  Flyers  can 
be  distributed  in  health  centers,  neigh- 
borhood stores,  cultural  centers,  places 
of  worship,  and  English-as-a-second- 
language  classes. 

Conclusion 

North  Carolina's  domestic  violence 
statute  serves  to  protect  victims  of  do- 
mestic violence  and  is  available  to  all 
who  suffer  from  family  violence,  irre- 
spective of  immigration  status.  With  the 
passage  of  VAWA,  Congress  acknowl- 
edged that  "specific  social  and  eco- 
nomic conditions,  lifestyle,  language, 
and  culture  of  any  particular  group  of 
women  may  drastically  affect  their  ac- 
cess to  legal  remedies  and  their  ability 
to  end  the  abuse."2*  VAWA's  legal  rem- 
edies will  remain  underused,  however, 
without  strategies  that  incorporate  state 
remedies  and  the  resources  and  talents 
of  organizations  working  to  assist  bat- 
tered immigrants.  In  North  Carolina 
the  foundations  exist  for  forging  alli- 
ances to  protect  victims  of  domestic 
violence.  What  now  is  required  is  edu- 
cation, cross-disciplinary  training,  and 
a  commitment  to  provide  culturally 
sensitive  services  to  victims  of  domestic 
violence  of  any  national  origin.  Ian 
gua^e,  and  immigration  status. 
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North  Carolina's  Most  Regressive  Taxes 

Charles  D.  Liner 


In  1999  North  Carolina  completed  the  phasing  out  of  the 
state  retail  sales  tax  on  sales  of  food  for  home  consump- 
tion. Those  who  led  the  decades-long  campaign  to  ex- 
empt food  sales  from  the  retail  sales  tax  contended  that  this 
so-called  food  tax  was  unfair  because  it  was  regressive.  A  tax 
is  regressive  if  lower-income  families  pay  more,  as  a  percent- 
age of  their  income,  than  higher-income  families  do.  Lower- 
income  families  tend  to  spend  a  higher  percentage  of  their  in- 
come on  food  than  higher-income  families  do.  Therefore  they 
paid  more  taxes  on  food  purchases  in  proportion  to  their  in- 
come, and  the  tax  was  regressive. 

The  perception  that  a  regressive  tax  is  unfair  is  based  on 
one  of  the  two  basic  principles  of  tax  fairness,  the  ability-to- 
pay  principle.  This  principle  holds  that  taxes  collected  to  pay 
for  public  services  that  benefit  the  entire  community  (or  the 
entire  state  or  nation)  should  be  levied  according  to  taxpay- 
ers' ability  to  pay  those  taxes.  A  regressive  tax  violates  that 
principle  because  it  imposes  the  heaviest  burden  on  those 
least  able  to  pay. 

The  other  principle  of  tax  fairness,  which  also  is  relevant 
to  this  discussion,  is  the  benefits-received  principle.  It  holds 
that  taxpayers  should  pay  for  public  services  according  to  the 
benefits  they  receive  from  those  services.  Thus  people  con- 
sider it  fair  that  a  family  that  uses  water  lavishly  to  take  long, 
hot  showers  or  to  soak  the  lawn  should  pay  more  than  a  fam- 
ily that  uses  water  sparingly.  Fortunately,  governments  can 
place  water  meters  in  homes  to  find  out  how  much  water  a 
family  is  using,  and  bill  accordingly.  But  they  cannot  measure 
use  of  public  services  that  provide  general  benefits  to  the 
community  as  a  whole,  such  as  public  schooling,  public 
safety,  and  environmental  protection.  To  pay  for  those  kinds 
of  services,  we  must  design  general  taxes  that  distribute  the 
cost  equitably  among  the  people  of  the  community. 

This  article  examines  a  type  of  tax  that  is  far  more  regres- 
sive than  the  food  tax,  the  retail  sales  tax,  or  any  other  sales 
tax — the  flat  tax.1  "Flat  tax,"  as  used  here,  refers  to  a  num- 
ber of  levies  imposed  by  North  Carolina's  local  governments 
that,  with  one  exception,  are  called  fees  or  charges  but  are  in 
reality  taxes  because,  unlike  genuine  fees  and  charges,  they 
are  levied  without  regard  to  the  amount  of  services  received 
by  the  taxpayer.  That  their  proceeds  often  are  earmarked  for 
certain  services,  like  solid  waste  removal,  school  construc- 
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tion,  or  public  transportation,  does  not  make  them  genuine 
fees  or  charges — it  makes  them  earmarked  taxes. 

The  term  "flat"  refers  to  the  fact  that  these  taxes  are  im- 
posed on  a  "unit"  as  a  flat  amount,  rather  than  as  a  rate  on 
a  base  like  income,  spending,  or  property  value  that  has  some 
relationship  to  the  taxpayers'  ability  to  pay.  For  example,  two 
flat  taxes  that  played  a  role  in  North  Carolina's  history  were 
a  flat  tax  on  the  number  of  acres  of  land  owned  (replaced  in 
the  1830s  by  a  more  equitable  property  tax  based  on  value  of 
land  and  other  property)  and  the  poll  tax,  a  flat  tax  on  adult 
individuals  that  was  used  until  the  1960s  but  now  is  forbid- 
den by  the  state  constitution.  Since  the  1980s  the  flat  tax  has 
been  revived,  but  in  its  current  form  it  falls  on  the  household, 
rather  than  the  individual,  or  is  imposed  as  a  flat  amount  on 
such  units  as  existing  homes  and  apartments,  newly  con- 
structed homes  and  apartments,  businesses,  motor  vehicles, 
and  telephone  hills. 

Flat  taxes  violate  both  of  the  commonly  held  principles  of 
tax  fairness.  They  violate  the  benefits-received  principle  be- 
cause, although  usually  labeled  charges  or  fees,  they  are  im- 
posed without  regard  to  the  amount  of  public  services  re- 
ceived. They  violate  the  ability-to-pay  principle  because  the 
poorest  taxpayer  pays  the  same  amount  as  the  richest  tax- 
payer. 

Although  the  amounts  levied  under  some  flat  taxes  might 
seem  small,  flat  taxes  may  be  quite  substantial  for  lower- 
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income  fami- 
lies. Indeed,  the 
total  amount  of 
flat  taxes  levied 
can  exceed  the 
amount  those 
families  paid  in 
state  sales  taxes 
on  food,  and 
can  be  substan- 
tial when  compared  with  property  taxes  they  pay 
on  their  homes.  Moreover,  the  potential  for  these 
amounts  to  grow,  and  for  the  use  of  flat  taxes  to 
expand,  is  very  great. 

The  Regressive  Nature  of  Flat  Taxes 

Almost  any  tax  that  is  based  on  spending  on  goods 
and  services  is  regressive  because,  for  almost  all 
types  of  spending,  lower-income  families  spend  a 
higher  percentage  of  their  income  than  higher- 
income  families  do.  Thus  the  state  retail  sales  tax, 
even  with  food  exempt,  is  regressive,  and  the  contin- 
ued taxation  of  food  sales  under  the  2  percent  local 
retail  sales  tax  is  just  as  regressive  as  the  state  tax  on 
food  sales  was.  Similarly,  special  sales  taxes  on  gaso- 
line, vehicles,  cigarettes,  alcoholic  beverages,  and 
prepared  meals  are  regressive. 

Although  the  relative  burden  of  a  sales  tax  is 
higher  for  lower-income  families  than  for  higher- 
income  families,  the  actual  amounts  of  sales  taxes 
paid  by  higher-income  families  are  substantially 
greater  than  those  paid  by  lower-income  families. 
For  example,  according  to  spending  surveys,  a  fam- 
ily with  an  annual  income  of  525,000  spends  about 
10  percent  of  its  income,  or  S2,500,  on  food  for 
home  consumption,  whereas  a  family  with  an  an- 
nual income  of  $50,000  spends  about  6.7  percent, 
or  $3,350.:  Thus  the  higher-income  family  spends 
34  percent  more  than  the  lower-income  family 
does.  Although  the  higher-income  family  pays 
more  taxes  in  dollar  amount,  the  tax  is  nonetheless 
regressive.  If  the  6  percent  food  tax  still  were  in  ef- 
fect, it  would  represent  0.6  percent  of  the  income  of 
the  lower-income  family,  compared  with  0.4  per- 
cent of  the  income  of  the  higher-income  family. 

Now  consider  a  tax  levied  on  every  household 
as  a  flat  amount,  not  varying  at  all  with  income. 
Such  a  tax  imposed  on  the  two  families  in  this  case 
would  result  in  a  relative  burden  twice  as  great  for  the  poorer 
family.  For  example,  a  flat  tax  of  $150  imposed  on  each  fam- 
Uv  would  represent  0.6  percent  of  the  income  of  the  poorer 
family,  compared  with  0.3  percent  of  the  income  of  the 
higher-income  family.  (For  a  comparison  of  the  regressive- 
ness  of  a  6  percent  sales  tax  on  food  with  that  of  a  flat  tax  of 
$150  per  household  for  families  with  incomes  of  $25,000, 
$50,000,  and  $100,000,  see  Figure  1.  As  the  figure  demon- 
strates, the  flat  tax  is  much  more  regressive  than  the  sales  tax 
on  food.) 


Figure  1.  Regressive  Nature  of  a  SalesTax  on  Food  Compared 
withThat  of  a  FlatTax  on  Each  Household 


AMOUNT  OF  TAX  IN  DOLLARS 


525,000 


$50,000 
Family  Income 


S100,000 


TAX  AS  PERCENTAGE  OF  FAMILY  INCOME 


S25.000 


S50.000 
Family  Income 


$100,000 


I        I  6%  sales  tax  on  food  consumed  at  home 
■■  $150  flat  tax  on  each  household 

Source:  Sales  tax  estimates  are  based  on  Bureau  of  Labor  Statistics,  U.S. 
Department  of  Labor,  Survey  of  Consumer  Expenditures  (Washington,  D.C.:  1998). 


Types  of  Flat  Taxes  Used 
in  North  Carolina 

For  most  of  the  state's  history,  local  governments  levied  a  poll 
tax,  also  called  a  head  or  capitation  tax,  as  a  flat  amount  per 
adult.  Some  local  governments  levied  this  kind  of  tax  until 
the  mid-1960s.  Because  the  poll  tax  is  very  regressive  com- 
pared with  property,  income,  and  other  taxes,  it  generated 
political  strife  during  the  nineteenth  century  (income  taxes 
were  a  local  tax  in  the  nineteenth  century).  But  its  demise 
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came  as  a  result  of  the  civil  rights  struggles  of  the  1960s  be- 
cause it  had  been  used  in  some  places  to  deny  voting  rights  to 
African-Americans.  The  North  Carolina  Constitution  was 
amended  in  1969  to  provide  that  "[n]o  P°H  or  capitation  tax 
shall  be  levied  by  the  General  Assembly  or  by  any  county,  city 
or  town,  or  other  taxing  unit"  (Article  V,  Section  1). 
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New  Forms 

Following  are  some  new  forms  of 
flat  taxes  that  have  been  adopted  in 
North  Carolina  in  recent  years. 
Availability  charges.  In  the  late 
1980s,  some  counties  began  to  levy  "availability  charges"  to 
finance  building  and  maintenance  of  landfills,  and  later  to 
finance  green  box  and  recycling  programs.  The  rationale  for 
these  charges  is  that  they  are  compensation  for  making  a  ser- 
vice available — the  landfill,  for  example.  In  the  case  of  the 
landfill,  the  charges  bear  no  relationship  to  residents'  actual 
use  of  that  landfill  or  the  volume  of  waste  they  put  in  it.  This 
tax  is  levied  as  a  flat  amount  per  household  (or  apartment) 
and  collected  as  a  separate  charge  on  property  tax  bills. 

Although  availability  charges  were  first  conceived  to  fi- 
nance waste  disposal,  there  is  no  limit  to  the  type  of  service 
that  could  be  financed  using  this  concept.  Employing  the 
same  rationale,  we  could  conceive  of  other  flat  taxes  to  com- 
pensate for  the  "availability"  of  police  protection,  fire  protec- 
tion, public  schools,  public  health  services,  or  any  other  pub- 
lic service  now  financed  from  general  revenues. 

Although  a  solid  waste  availability  charge  of,  say,  $50 
might  seem  modest,  households  often  are  subject  to  several 
such  charges — for  landfills,  green  box  programs,  recycling, 
and  garbage  collection — so  that  the  total  amount  paid  may 
be  substantial  for  a  poor  family.  For  example,  Chatham 
County  collects  two  separate  charges,  an  availability  fee  of 
$45  per  household  to  cover  capital  and  operating  costs  of 
twelve  waste  disposal  centers,  and  a  disposal  fee  of  $55  per 
household  to  cover  costs  of  transporting  and  disposing  of 
waste  collected  at  those  centers.  Some  counties  impose  recy- 
cling charges  on  each  household  in  addition  to  solid  waste 
charges.  According  to  fiscal  year  1998  data  collected  by  the 
state  for  fifty-eight  counties,  county  availability  charges  for 
solid  waste  (including  separate  recycling  charges  in  some 
counties)  range  from  $10  to  $156  per  household  per  year, 
and  average  $62  per  household.  More  than  half  of  those  fifty- 
eight  counties  charge  more  than  $50  per  household,  and  six- 
teen of  them  charge  more  than  $90.  These  charges  apply  to 
all  households  in  the  county.  Those  who  live  in  towns  and 
cities  might  pay  an  additional  flat  charge  for  household  gar- 
bage collection.  The  charges  in  the  232  towns  and  cities  for 
which  the  state  has  fiscal  year  1998  data  range  from  less  than 
$20  to  more  than  $200  per  household  per  year  and  average 
$86  per  household.5 

Garbage  collection  fees.  Traditionally,  garbage  collection 
in  municipalities  has  been  financed  from  the  general  fund, 
meaning  that  the  revenues  have  come  mainly  from  property 
taxes  and,  since  1971,  retail  sales  taxes.  In  recent  years  many 
units  have  begun  to  finance  garbage  collection  by  levying  a 
flat  tax  on  each  household,  without  regard  to  the  amount  of 
garbage  collected. 


Motor  vehicle  taxes.  Cities  have  long  been  authorized  to 
levy  motor  vehicle  taxes  of  up  to  $5  per  vehicle.  Many  did  not 
bother  to  collect  this  tax,  or  did  not  enforce  payment  of  it, 
because  the  amount  was  so  small.  In  recent  years,  though, 
seeing  these  taxes  as  a  potentially  significant  revenue  source, 
some  units  have  sought  and  received  authorization  from  the 
General  Assembly  to  increase  the  amount  of  the  tax  substan- 
tially— to  as  much  as  $30  per  vehicle.  Although  the  revenue 
from  these  taxes  might  be  used  for  road-related  costs,  in  most 
cases  they  are  not  designated  for  that  purpose,  and  there  is  no 
relationship  between  the  amount  paid  and  the  amount  of 
road  use.  Thus  these  levies  are  essentially  a  tax  on  ownership 
of  a  vehicle.  Unlike  the  case  with  the  property  tax  on  motor 
vehicles,  with  these  levies  there  is  no  relationship  between  the 
amount  of  tax  paid  and  the  value  of  the  vehicle  on  which  the 
tax  is  imposed:  a  family  with  a  battered  Chevrolet  pays  the 
same  amount  as  one  with  a  shiny  new  Mercedes-Benz. 

In  1997  the  General  Assembly  authorized  a  new  motor  ve- 
hicle tax  of  $5  to  support  public  transportation  facilities. 
That  legislation  also  limits  the  total  amount  of  motor  vehicle 
taxes  to  $30  per  vehicle.4 

Flat  taxes  on  motor  vehicles  have  been  used  to  finance 
other  public  services  as  well.  The  Regional  Transit  Authority 
in  the  Research  Triangle  region  is  financed  in  part  by  a  flat 
tax  of  $5  on  each  vehicle  in  the  counties  making  up  that  re- 
gion. A  similar  tax  supports  the  Global  Transport  Park  near 
Kinston.  One  county  has  sought  and  received  authorization 
to  impose  a  $10  tax  per  vehicle  to  support  economic  develop- 
ment efforts. 

School  impact  fees.  For  several  years  Orange  County  has 
levied  a  one-time  flat  tax  on  each  home  constructed  in  the 
county  and  on  each  mobile  home  newly  located  there.  Called 
a  school  impact  fee  because  the  proceeds  are  used  for  school 
construction,  it  is  levied  at  the  flat  amount  of  $3,000  on  each 
home  constructed  or  each  mobile  home  newly  located  within 
the  Chapel  Hill-Carrboro  school  district  and  $750  on  each 
such  unit  constructed  or  newly  located  in  the  county  outside 
that  district.  The  tax  is  levied  at  the  same  amount  whether  the 
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home  is  a  mobile  home  or  a  million-dollar  mansion. 
Chatham  County  recently  adopted  a  similar  tax  for  school 
construction. 

Development  impact  fees.  Some  units  in  North  Carolina, 
and  many  elsewhere,  levy  impact  fees,  often  as  a  flat  amount 
per  unit,  on  new  homes  (and  in  some  cases  businesses)  to  de- 
fray costs  of  providing  public  services  such  as  streets,  roads, 
water  and  sewer  lines,  and  parks  in  a  prescribed  area  where 
the  fee  is  imposed.  Those  who  favor  such  levies  might  argue 
that  the  money  supports  services  that  benefit  the  property 
being  taxed.  In  all  likelihood,  though,  the  services  benefit  the 
entire  area  served  by  them,  rather  than  accruing  to  individual 
properties.  Therefore,  development  impact  fees  are  more  like 
a  benefits-related  tax.  If  they  do  not  vary  with  the  value  of  a 
property,  or  perhaps  the  size  of  a  house,  they  are  flat  taxes. 
911  charges.  In  1989  the  General  Assembly  authorized 
monthly  charges  on  telephone  bills  to  defray  costs  of  91 1 
emergency  call  systems.  Although  modest — the  maximum 
^       charge    is    Si    per   month — they   are   an 
9]     J        example  of  using  a  flat  tax  for  a  service  that 
"""*-       might  be  financed  from  general  revenue 
sources  and  thus  be  less  regressive  in  its 
effects. 

Stormwater  charges.  The  General  As- 
sembly has  authorized  local  units  to  im- 
pose a  "stormwater  charge"  to  pay  for 
stormwater  drainage  facilities.  Some  of 
these  charges,  which  may  be  collected 
through  water  and  sewer  bills,  have 
been  imposed  as  a  flat  amount  per  household,  though  they  do 
not  have  to  be  imposed  in  that  way.  They  could  be  levied  ac- 
cording to  the  amount  of  property  frontage  or  a  property's 
impermeable  surface  area  so  that  the  charge  would  bear  some 
relationship  to  the  amount  of  land  served  by  the  stormwater 
facilities.  Some  units  have  used  that  approach  instead  of  us- 
ing a  flat  tax.  Others  have  combined  the  two  methods.  Use  of 
the  term  "charge"  does  not  fool  people  in  one  community, 
who  call  it  the  "rain  tax." 

Traditional  Forms 

In  addition  to  these  new  flat  taxes,  some  traditional  revenue 
sources  have  features  that  are  akin  to  flat  taxes.  For  example, 
water  and  sewer  fees,  which  are  based  mainly  on  water  usage, 
usually  include  a  minimum  monthly  flat  charge,  on  the  ratio- 
nale that  each  property  imposes  a  minimum  fixed  cost  each 
month  for  meter  reading  or  bill  preparation.  Although  such 
a  flat  charge  might  be  rationalized  if  it  was  reasonably  related 
to  actual  costs,  there  is  no  reason  that  such  fixed  costs  cannot 
be  covered  through  volume-related  rates  (as  other  fixed  costs 
of  the  system  are). 

Similarly,  there  often  are  substantial  charges  to  hook  up  a 
new  house  to  the  water  and  sewer  system.  If  these  hookup 


charges  are  set  to  cover  the  actual  cost  of  hooking  up  the  new 
house,  the  charge  is  a  genuine  user  charge.  If,  however,  the 
charges  are  set  far  higher  than  the  actual  cost,  they  amount  in 
part  to  a  flat  tax  used  to  collect  general  revenue  for  the  water 
and  sewer  operation  or  to  defray  capital  costs. 

Another  traditional  form  of  flat  tax  is  various  state  and 
local  privilege  license  taxes.  For  example,  the  state  imposes  a 
flat  tax  on  professionals,  such  as  doctors,  lawyers,  and  archi- 
tects, and  the  state  and  local  governments  may  impose  such 
taxes  on  contractors  and  auto  dealers,  among  others.  Consid- 
eration of  these  taxes,  however,  gets  into  issues  that  are  be- 
yond the  scope  of  this  article. 

Flat  Taxes  and  Tax  Fairness 

Local  governments  are  attracted  to  flat  taxes  because  they 
bring  in  additional  revenues  without  an  increase  in  property 
tax  rates.  However,  public  revenue  sources  have  to  be  judged 
not  solely  by  how  much  revenue  they  raise  and  how  politi- 
cally expedient  they  are  but  also  by  how  equitably  they  dis- 
tribute the  costs  of  providing  public  services  among  the 
people  of  the  community.  Financing  services  through  the 
property  tax  means  that  people  pay  according  to  the  value  of 
the  property  they  own,  and  because  higher-income  taxpayers 
tend  to  own  more  property,  they  pay  more  than  lower- 
income  taxpayers.  Financing  services  through  a  flat  tax  on 
households  means  that  taxpayers  who  own  modest  homes  or 
mobile  homes  pay  the  same  amount  as  taxpayers  who  own 
mansions.  That  outcome  violates  the  tax-fairness  principle 
that  taxes  to  support  public  services  benefiting  everyone 
should  be  imposed  according  to  taxpayers'  ability  to  pay. 

The  benefits-received  principle  of  tax  fairness,  again,  is 
that  taxpayers  should  pay  in  accordance  with  the  benefits 
they  receive  from  public  services.  A  genuine  charge  or  fee — 
one  that  is  related  directly  to  benefits  received  from  a  public 
service — is  fair,  according  to  that  principle.  But  a  flat  tax  that 
has  no  relationship  to  benefits  received  by  the  taxpayer  vio- 
lates both  principles.  It  is  not  a  genuine  charge  or  fee.  Nor 
does  it  vary  with  ability  to  pay.  Instead,  it  is  North  Carolina's 
most  regressive  kind  of  tax. 


Notes 

1 .  The  flat  taxes  discussed  in  this  article  should  not  be  confused 
with  proposed  single-rate  federal  income  taxes,  sometimes  called 
"the  flat  tax."  Under  current  proposals  such  a  tax  would  not  be  re- 
gressive. 

1.  Bureau  of  Labor  Statistics,  U.S.  Department  of  Labor,  Sur- 
vey of  Consumer  Expenditures  (Washington,  D.C.:  1998). 

3.  North  Carolina  Department  of  Environment  and  Natural 
Resources,  unpublished  data,  fiscal  year  199S. 

4.  S.L.  1997-41";  N.C.  Gen.  Stat.  §  20-97(c). 
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FOCUS:  FINANCE  AND  BUDGETING 


How  to  Read  Governmental 
Financial  Statements,  Part  1 

Gregory  S.  Allison 


Management  and  elected 
officials  of  governmen- 
tal entities  receive  an  of- 
ten overwhelming  supply  of  finan- 
cial data.  This  information  takes 
various  forms — budgetary  re- 
ports, internally  generated  finan- 
cial statements,  schedules  and 
summaries,  and  audited  annual 
financial  statements.  Usually,  in- 
ternally generated  information 
comes  in  a  format  that  is  com- 
prehensible to  accountants  and 
nonaccountants  alike.  Compre- 
hending the  audited  financial 
statements,  however,  requires  at 
least  a  minimal  understanding  of 
the  principles  of  governmental 
financial  reporting.  This  article, 
the  first  of  two  parts,  is  designed 
to  make  the  audited  financial 
statements  more  user-friendly  and 
to  provide  a  key  to  unlocking  the 
basic  information  they  contain. 
The  article  focuses  on  current 
reporting  requirements.  Part  2, 
scheduled  for  a  future  issue  of 
Popular  Government,  will  intro- 
duce readers  to  new  governmental 
financial  reporting  requirements  that 
will  be  implemented  over  the  next 
three  to  five  years. 

Governmental  accounting  and  fi- 
nancial reporting  standards,  referred  to 
as  generally  accepted  accounting  prin- 
ciples, or  GAAP,  are  established  by  the 
Governmental  Accounting  Standards 
Board.  GAAP  provide  consistency  in  fi- 
nancial reporting.  In  other  words,  they 
offer  rules  and  formats  for  all  govern- 
ments in  the  country  to  follow  in  pre- 

The  author  is  an  Institute  of  Government 
faculty  member  who  specializes  in  govern- 
mental accounting  and  financial  reporting. 
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paring  financial  statements  for  external 
use.  Thus  the  GAAP  financial  state- 
ments of  a  government  in  California 
may  be  compared  with  those  of  a  gov- 
ernment in  North  Carolina.  The  consis- 
tency is  invaluable  to  those  outside  the 
government  who  rely  on  this  informa- 
tion, primarily  investors,  creditors,  and 
bond  rating  agents,  as  well  as  to  federal 
and  state  agency  personnel. 

Management  must  have  timely  ac- 
cess to  financial  information  in  order  to 
make  decisions,  evaluate  compliance  is- 
sues, and  obtain  an  overall  "feel"  for  an 
entity's  fiscal  status.  Reports  prepared 
for  internal  use  serve  this  need.  Budget- 


to-actual  financial  statements  (that 
is,  statements  comparing  budgeted 
amounts  with  actual  results);  brief 
analyses  of  tax  billings  and  collec- 
tions, as  well  as  general  revenue 
collections;  and  investment  sum- 
maries— these  are  a  few  examples 
of  the  internal  information  that 
should  be  available  to  manage- 
ment and  elected  officials  on  a 
continuing  basis.  In  most  cases  the 
format  of  these  presentations  is  left 
to  the  discretion  of  management, 
elected  officials,  and  staff  respon- 
sible for  preparing  the  informa- 
tion. Some  governing  bodies  may 
desire  a  summary  of  revenues  by 
category  (property  taxes,  utility 
billings  and  collections,  other 
taxes,  and  so  forth).  Others  may 
focus  on  key  ratios  on  a  monthly 
basis  (for  example,  tax  collection 
rates  and  expenditures  to  date 
compared  with  budget  projec- 
tions). 

Governments  typically  operate 
purely  from  a  cash  perspective:  rev- 
enue is  recognized  when  cash 
is  collected,  and  expenditures  are 
recognized  as  cash  is  disbursed.  This  is 
consistent  with  how  they  budget  their 
operations.  The  balanced  budget  re- 
quirement in  North  Carolina  presumes 
that  all  expenditures,  or  uses  of  finan- 
cial resources,  will  be  funded  either  by 
revenue  sources  (taxes,  grants,  utility- 
fees,  and  so  forth)  or  by  uncommitted 
cash  on  hand  (for  example,  available 
fund  balance).  Internal  financial  state- 
ments most  often  stay  consistent  with 
this  type  of  reporting.  However,  exter- 
nal financial  statements,  such  as  the 
"official"  financial  statements  prepared 
in  conjunction  with  the  annual  audit, 
are    prepared    with    the    intention    of 
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"providing  a  single  financial  report  tai- 
lored to  meet  the  basic  information 
needs  of  a  broad  range  of  potential  us- 
ers."1 These  audited  financial  state- 
ments are  in  a  format  that  is  useful  for 
those  with  an  understanding  of  govern- 
mental accounting — for  example,  ac- 
countants, investors,  lenders,  and  rating 
agents — and  they  provide  an  excellent 
summary  of  the  fiscal  year's  financial 
events.  Ironically  the  preparation  of 
these  GAAP  financial  statements  is  the 
specific  responsibility  of  management, 
but  they  often  are  confusing  and  of  little 
practical  use  to  management  and  elected 
officials  on  a  day-to-day  basis.  Never- 
theless, management  and  elected  offi- 
cials can  easily  obtain  useful  informa- 
tion from  these  statements. 

Overview  of  GAAP  Reporting 
Requirements 

GAAP  require  that  state  and  local  gov- 
ernmental entities  use  fund  accounting, 
a  concept  unique  to  the  government 
environment.  Unlike  agencies  in  the  pri- 
vate sector,  governmental  entities  pro- 
vide a  tremendous  variety  of  services. 
Some  services  are  "public  purpose"  in 
nature  (for  example,  public  safety,  pub- 
lic works,  and  social  services).  Others 
are  "business-like"  (for  example,  public 
utilities).  The  public-purpose  services 
are  primarily  financed  by  taxation 
(property  taxes,  sales  taxes,  income 
taxes,  and  so  forth),  whereas  most 
business-like  services  are  primarily  fi- 
nanced by  user  fees  (that  is,  payments 
by  those  using  the  services).  In  most 
cases  the  various  revenue  sources  for 
the  services  each  have  restrictions  on 
how  they  may  be  used.  Fund  account- 
ing is  an  accounting  and  reporting  ve- 
hicle that  allows  segregation  of  these 
services  and  their  revenue  sources. 

Fund  accounting  uses  three  basic 
categories  of  funds:  governmental,  pro- 
prietary, and  fiduciary.  Within  each  cat- 
egory, several  fund  types  are  available 
to  account  for  all  the  government's  ac- 
tivities and  services  (see  Table  1 ). 

To  present  the  minimum  informa- 
tion required  by  GAAP,  governmental 
entities  must  prepare  up  to  six  basic  fi- 
nancial statements  and  a  comprehen- 
sive set  of  related  "note  disclosures" 
(footnotes  that  communicate  essential 
information  not  disclosed  in  the  bodv 


Table  1.  FundTypes 
General  fund 

Special  revenue  fund 

Debt  service  fund 
Capital  projects  fund 

Enterprise  fund 
Internal  service  fund 


Accounts  for  general  operations  of  government  (e.g.,  legislative, 
administrative,  public  safety,  sanitation,  and  recreation) 

Accounts  for  legally  restricted  revenue  sources,  those  that  must  be 
used  for  particular  activities  (e.g.,  E-911  taxes  and  community 
development  block  grants) 

Accounts  for  resources  that  governments  are  required  to  accumu- 
late to  pay  debt  service  in  future  years 

Accounts  for  major  capital  activities  or  construction  that  is  being 
financed  by  governmental  resources  (e.g.,  taxes)  or  by  bonds  that 
will  be  repaid  by  governmental  resources 

Accounts  for  activities  that  are  usually  supported  by  user  fees  (e.g., 
water,  wastewater,  electricity,  and  natural  gas  services) 

Accounts  for  internal  activities  that  provide  service  to  other  depart- 
ments (e.g.,  government  motor  pools,  in-house  print  shops,  and 
warehousing  for  utility  activities) 


Trust  and  agency  funds      Account  for  various  activities  for  which  government  acts  as 
fiduciary  (e.g.,  pension  plans,  execution  of  trust  and  bequest 
agreements,  and  taxes  collected  on  behalf  of  other  governments) 


of  the  financial  statements  themselves; 
see  the  sidebar,  page  25).  North  Caro- 
lina statutes  require  that  all  local  gov- 
ernmental entities  prepare  these  GAAP 
financial  statements  for  the  end  of  each 
fiscal  year  and  have  them  audited  by  an 
independent  certified  public  accoun- 
tant.2 These  basic  financial  statements 
present  aggregated  information  for 
each  fund  type.  For  example,  a  govern- 
ment may  have  three  special  revenue 
funds,  such  as  a  community  develop- 
ment block  grant  fund,  a  capital  reserve 
fund,  and  an  E-9 1 1  fund.  For  the  basic 
audited  financial  statements  (often  re- 
ferred to  as  the  combined  financial 
statements),  that  government  combines 
these  three  special  revenue  funds  into 
one  column  and  identifies  that  column 
as  the  special  revenue  funds.  Some  ar- 
gue that  this  aggregation  diminishes  the 
usefulness  of  the  financial  information. 
Most  users  of  the  information,  how- 
ever, are  assessing  the  government's  fi- 
nancial situation  as  a  whole.  They  do 
not  necessarily  need  all  the  supporting 
detail.  In  contrast,  internal  reporting 
almost  always  has  a  focus  on  the  activi- 
ties of  individual  funds,  which  is  neces- 
sary from  an  internal  decision-making 
perspective. 

The  Combined  Balance  Sheet- 
All  Funds 

The  combined  balance  sheet  reports  the 
assets,  the  liabilities,  and  the  equity  for 
each  of  the  government's  fund  types 
iter  a  sample,  see  Exhibit  1,  page  26). 


The  balance  sheet  is  actually  a  "snap- 
shot" of  the  assets,  the  liabilities,  and 
the  equities — that  is,  the  net  worth — of 
the  fund  types  as  of  the  end  of  the  fiscal 
year  (June  30  for  most  North  Carolina 
governments,  such  as  municipalities 
and  counties).  "Assets"  is  simply  de- 
fined as  items  owned  by  the  govern- 
ment (cash,  investments,  receivables, 
fixed  assets,  and  the  like),  and  "liabili- 
ties" is  defined  as  obligations  of  the 
government  (for  example,  accounts 
payable,  salaries  payable,  and  bonds 
payable).  "Equity"  is  the  net  worth  of 
each  of  the  fund  types,  which  is  simply 
the  fund's  assets  minus  its  liabilities. 
This  balance  sheet  is  a  visual  represen- 
tation of  the  standard  "accounting 
equation": 

Assets  =  Liabilities  +  Equity 

Each  fund  type  is  reported  in  a  sepa- 
rate column.  Assets  equal  liabilities  plus 
equity  for  each  column. 

Unlike  the  operating  statements,  the 
balance  sheet  does  not  represent  an  ac- 
cumulation of  transactions  across  the 
year.  Instead,  it  answers  the  following 
questions: 

What  does  each  fund  type  own  as  of 

June  30? 
•  What  does  each  fund  type  oive  as  of 

June  30? 
s  What  is  each  fund  type's  net  worth 

as  of  June  30? 

Management  and  elected  officials 
make  decisions  at  the  individual-fund 
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Note  Disclosures 


In  addition  to  requiring  the  basic  financial  statements, 
GAAP  require  a  comprehensive  set  of  note  disclosures. 
Because  of  their  obvious  limitations,  the  basic  financial 
statements  cannot  provide  details  about  every  number  re- 
ported. The  note  disclosures  provide  critical  details  about 
financial  issues  that  are  of  importance  to  users  of  the  fi- 
nancial statements.  Some  of  the  more  significant  types  of 
disclosures  are  the  following: 

,;  Significant  accounting  policies 

•  Compliance  issues 

'■  Deposit  and  investment  detail 

•  Fixed-asset  information 

■  Information  on  outstanding  long-term  debt 
;  Pension  plan  information 

These  categories  of  note  disclosures  are  very  broad, 
and  a  complete  discussion  of  each  one  is  beyond  the 
scope  of  this  article.  However,  together  with  the  brief  de- 
scriptions that  follow,  they  provide  a  basic  overview  of 
the  types  of  disclosures  that  are  typically  of  most  interest 
to  management  and  elected  officials. 

Significant  accounting  policies.  This  category  encom- 
passes various  accounting  and  financial  reporting  policies 
of  the  government.  Examples  include  a  complete  identi- 
fication of  the  governmental  entity  and  its  fund  structure, 
budget  practices,  calendar,  and  investment  and  fixed- 
asset  policies.  Although  much  of  this  information  is  stan- 
dard from  government  to  government,  the  overall  ac- 
counting and  reporting  policies  are  unique  to  each  entity. 

Compliance  issues.  Governmental  entities  have  exten- 
sive concerns  with  legal  compliance  related  to  the  budget, 
bonds,  investment  policies,  and  more.  GAAP  require  dis- 
closure of  any  violations  of  these  legal  requirements.  For 
example,  if  a  government  exceeds  its  budget  appropria- 
tion in  any  department,  it  must  disclose  this  violation  of 
the  budget  ordinance.  Likewise,  if  a  government  makes 
investments  that  violate  its  adopted  investment  policy,  it 
must  disclose  that  fact. 

Deposit  and  investment  detail.  This  information  is  of 
paramount  importance  to  readers  of  the  financial  state- 
ments. North  Carolina  statutes  require  investment  of  all 
idle  public  funds  to  maximize  their  earnings  potential. 
State  statutes  also  require  insurance  of  all  deposits  and  all 
investment  securities,  to  limit  the  risk  to  which  public 


funds  are  exposed.  (Depositories  and  investment  dealers 
usually  insure  government  deposits  and  investments  by 
"collateralizing"  them — that  is,  by  setting  aside  collateral 
as  insurance.)  GAAP  require  disclosures  about  the  types 
of  deposits  and  investments  held  by  the  government  at  the 
end  of  the  fiscal  year,  as  well  as  the  collateral  for  those  de- 
posits and  investments. 

Fixed-asset  information.  In  most  cases,  the  fixed  assets 
reported  on  the  combined  balance  sheet  represent  the 
majority  of  the  assets  owned  by  the  government.  How- 
ever, space  limitations  do  not  allow  detail  on  the  types  of 
assets  owned  (land,  buildings,  equipment,  and  so  forth), 
their  original  cost  value,  and,  if  applicable,  the  accumu- 
lated depreciation  on  the  asset.  The  note  disclosures  pro- 
vide this  detail.  GAAP  also  require  a  summary,  by  type  of 
asset,  of  the  additions  to  fixed  assets  that  occurred  during 
the  fiscal  year  and  the  retirements  (the  assets  taken  out 
of  use). 

Information  on  outstanding  long-term  debt.  This  is 
critical  information  to  anyone  assessing  the  government's 
financial  situation.  Although  all  the  government's  liabili- 
ties are  reported  on  the  combined  balance  sheet,  it  is  im- 
possible to  provide  detail  on  the  types  of  indebtedness 
and  the  specifics  for  each  liability.  GAAP  require  disclo- 
sure of  the  outstanding  debt  issuances,  the  interest  rate 
being  paid,  and  the  repayment  terms.  They  also  require 
inclusion  of  a  schedule  that  shows  the  amounts  of  princi- 
pal and  interest  due  each  year  for  five  years,  and  in  five- 
year  increments  thereafter,  until  maturity.  The  require- 
ments for  repayment  of  principal  and  payment  of  interest 
must  be  reported  separately. 

Pension  plan  information.  Pension  plans  are  signifi- 
cant operations  and  represent  significant  costs  for  most 
governments.  Many  governments  participate  in  the 
North  Carolina  Local  Governmental  Employees'  Retire- 
ment System;  others  sponsor  their  own  plans.  Also,  some 
governments  supplement  the  state's  plan  or  their  own 
plan  with  a  deferred  compensation  plan.  If  the  govern- 
ment participates  in  the  state  plan,  then  it  must  make  dis- 
closures about  the  nature  of  the  plan  and  the  annual  costs 
that  it  incurs  to  participate.  If  the  government  sponsors  its 
own  plan,  then  it  must  identify  the  assets  and  the  liabili- 
ties of  that  plan,  as  well  as  the  funding  requirements,  in 
the  disclosures. 


level,  not  at  the  fund-type  or  total  level. 
For  example,  if  a  government  is  assess- 
ing its  ability  to  finance  expansion  of  a 
water  plant,  either  with  cash  on  hand  or 
through  issuance  of  debt  (such  as 
bonds),  it  does  not  look  at  its  cash  posi- 
tion as  a  whole.  Instead,  it  looks  at  the 
water  fund  and  that  fund's  cash  posi- 
tion, asking,  Is  cash  available  in  the 
fund  to  finance  the  project?  The  broad 


perspective  represented  in  the  total  col- 
umns of  the  balance  sheet  does  not 
serve  this  kind  of  purpose. 

GAAP  have  specific  rules  for  the 
types  of  assets  and  liabilities  that  may 
be  reported  for  certain  funds.  Exploring 
all  the  theoretical  reasons  for  these  re- 
quirements is  beyond  the  scope  of  this 
article.  Suffice  it  to  say  that  governmen- 
tal funds  (that  is,  general,  special  rev- 


enue, capital  projects,  and  debt  service) 
focus  on  financial  assets  and  financial 
liabilities,  whereas  proprietary  funds 
(that  is,  enterprise  and  internal  service) 
focus  on  all  assets  and  all  liabilities.  A 
financial  asset  is  an  asset  that  either  is  in 
cash  form  or  will  convert  to  cash  m  its 
natural  course.  Cash,  investments,  and 
receivables  are  the  most  common  ex- 
amples. A  financial  liability  is  a  very 
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CRAVEN  COUNTY  BOARD  OF  EDUCATION 

COMBINED  BALANCE  SHEET  -  ALL  FUND  TYPES  AND  ACCOUNT  GROUPS 

June  30,  1997 


Proprietary 

Fiduciary 

Governmental 

Fund  Tvoes 

Fund  Types 

Fund  Types 

General 

General 

Capital 

Trust 

Fund 

Projects 

Enterprise 

Funds 

ASSETS  AND  OTHER  DEBITS 

Assets 

C3sh  and  investments 

$  3,002,558 

$  678,813 

$  654,113 

$  1,368,735 

Due  from  other  governments 

53,002 

4,210 

36,513 

Accounts  receivable 

126,511 

7,573 

438,722 

Inventories 

421,263 

63,037 

Fixed  assets,  net  of 

accumulated  depreciation 

812,445 

Other  debits 

Amounts  to  be  provided  for 

retirement  of  general 

long-term  debt 

Total  assets  and 


other  debits 

J 

3 

603.334 

$ 

683 . 023 

$1 

573.681 

S 

1.807.457 

LIABILITIES,  EQUITY  AND  OTHER  CREDITS 

Liabi I i ties 

Accounts  payable 

$ 

255,715 

$ 

388,995 

$ 

298 

$ 

Accrued  liabilities 

83,810 

9,823 

Accrued  salaries  and  wages 

187,164 

56,858 

Deferred  revenues 

17,993 

26,875 

Compensated  absences  payable 

97.687 

544.682 

388.995 

191.541 

EQUITY  AND  OTHER  CREDITS 

Contributed  capital 

30,960 

Investment  in  general  fixed 

assets 

Retained  earnings 

1 

,351,180 

Fund  balances: 

Reserved  for  inventories 

421,263 

Reserved  by  State  Statute 

179,513 

4,210 

Designated  for  subsequent 

year's  budget 

641,474 

Unreserved: 

Undesignated 

Total  equity  and  other 

1 

.816.402 

289.818 

1.807.457 

credits 

3 

.058.652 

294.028 

1 

.382.140 

1.807.457 

Total  liabilities,  equity, 

and  other  credits 

$ 

3 

.603.334 

$ 

683.023 

$1 

.573.681 

% 

1.807.457 

Account  Groups 


General       General 
Fixed       Long-Term 
Assets         Debt 


100,781,038 


3.180.926 


S100.781.038       $3.180.926 


100,781,038 


3.180.926 
3.180.926 


100.781.038 


$100.781.038       $3.180.926 


Exhibit  1.  This  is  an  example  of  a  combined  balance  sheet  for  a  local  school  district,  in  this  case  the  Craven  County 
Board  of  Education. This  governmental  entity  has  a  general  fund,  a  capital  projects  fund,  an  enterprise  fund,  and 
several  trust  funds.  Note  the  account  group  columns,  which  report  the  fixed  assets  and  the  long-term  debt  associated 
with  the  goi/emmenfa/funds. 


short-term  liability,  to  be  paid  off  soon, 
presumably  with  cash  that  is  on  hand  or 
will  be  received  in  the  near  future.  The 
most  common  examples  are  vendor  ac- 
counts payable  and  accrued  payroll. 

Governmental  funds  report  onlv  fi- 
nancial assets  and  liabilities.  Nonfinan- 
cial  assets,  such  as  fixed  assets  (land, 
buildings,  equipment,  and  so  forth)  and 
long-term  liabilities  ( for  example, 
bonds  payable  that  will  be  paid  off  over 
manv  vears)  are  not  recorded  in  the 


governmental  fund  columns  them- 
selves. Of  course,  governmental  funds 
purchase  such  assets  and  incur  such 
long-term  liabilities.  However,  these 
items  are  included  on  the  balance  sheet 
in  the  columns  for  the  general  fixed- 
asset  account  group  and  the  general 
long-term  debt  account  group,  respec- 
tively. Thus  a  user  can  determine  the 
types  of  fixed  assets  a  governmental 
fund  owns,  or  the  types  of  liabilities  a 
governmental   fund   will   be   repaying 


over  the  long  term,  by  reviewing  the  in- 
formation included  in  these  columns. 
This  GAAP  reporting  approach,  in  fact, 
is  consistent  with  how  governmental 
funds  are  budgeted  and  managed.  The 
budget  for  one  year  is  designed  to  pro- 
vide the  resources  to  deliver  services  for 
that  year. 

Proprietary  funds,  on  the  other 
hand,  are  managed  with  a  long-term 
perspective.  They  operate  more  like  a 
private-sector  business,  in  which  the 
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focus  is  on  net  income.  Water  rates,  for 
example,  are  structured  not  only  to  pro- 
vide resources  for  the  current  year's  op- 
erations but  also  to  generate  the  neces- 
sary capital  to  maintain  the  systems  in 
perpetuity.  Therefore  the  GAAP  bal- 
ance sheet  presentation  for  the  propri- 
etary funds  reflects  all  their  assets  and 
liabilities — both  financial  and  nonfi- 
nancial  assets,  and  both  current  and 
long-term  liabilities. 

Many  of  the  account  captions  on 
the  balance  sheet  are  relatively  self- 
explanatory  (for  example,  cash,  invest- 
ments, taxes  receivable,  accounts  pay- 
able, and  bonds  payable).  However, 
other  account  captions  that  may  be  of 
particular  interest  to  management  and 
elected  officials  merit  additional  de- 
scription. 

Due  from/to  other  funds.  Often, 
funds  within  a  government  provide  ser- 
vices for  one  another.  For  example,  the 
general  fund  pays  for  the  water  pro- 
vided to  city  hall  by  the  water  depart- 
ment, which  is  accounted  for  in  the  wa- 
ter fund  (a  proprietary  fund  type).  Sup- 
pose the  water  fund  has  billed  the  gen- 
eral fund  for  the  most  recent  month's 
water  usage,  but  the  fiscal  year  ends  be- 
fore the  bill  is  settled.  The  water  fund 
reports  a  "due  from  other  fund,"  which 
is  a  receivable,  and  the  general  fund  re- 
ports a  "due  to  other  fund,"  which  is  a 
payable.  This  terminology  is  used  in 
lieu  of  the  usual  "accounts  payable/ 
accounts  receivable"  to  reflect  that  the 
underlying  transaction  is  between  funds 
within  the  government,  not  between  the 
government  and  outside  parties  (for 
example,  customers  and  vendors). 

Interfund  receivables/payables  and 
advances  to/from  other  funds.  Occa- 
sionally one  fund  may  lend  money  to 
another  fund.  For  example,  the  general 
fund  may  borrow  money  from  an  elec- 
tric fund  to  purchase  a  computer  sys- 
tem. The  transaction  is  reported  as  a 
loan  between  funds,  using  terminology 
that  reflects  the  repayment  terms.5  The 
current  portion  of  the  loan  (for  ex- 
ample, the  amount  to  be  repaid  within 
the  next  year)  is  reported  as  an 
"interfund  receivable"  in  the  fund  that 
is  to  be  repaid,  and  as  an  "interfund 
payable"  in  the  fund  that  is  repaying 
the  loan.  The  long-term  portion  of  the 
loan  is  reported  as  an  "advance  to  other 
fund"  (a  receivable  account)  in  the  fund 


that  is  to  be  repaid,  and  as  an  "advance 
from  other  fund"  (a  liability  account)  in 
the  fund  that  is  repaying  the  loan. 

Intergovernmental  receivables/pay- 
ables. State  monies  paid  to  local  gov- 
ernments in  North  Carolina  are  a  com- 
mon example  of  an  intergovernmental 
transaction,  as  are  subsidies  paid  by 
municipalities  to  local  housing  authori- 
ties. If  any  of  these  receivables  or 
payables  are  outstanding  at  the  end  of  a 
fiscal  year,  they  are  captioned  "inter- 
governmental" to  reflect  the  underlying 
nature  of  the  transaction. 

Compensated  absences  payable.  As 
of  the  end  of  each  fiscal  year,  the  gov- 
ernment has  incurred  a  liability  to  its 
employees  for  earned  vacation  and 
similar  types  of  compensation  time. 
This  kind  of  liability  is  reported  in  sev- 
eral sections  of  the  balance  sheet.  The 
amount  owed  to  general  fund  employ- 
ees is  most  commonly  reported  in  the 
general  long-term  debt  account  group. 
Likewise,  the  amount  owed  to  employ- 
ees in  the  proprietary  operations  is  re- 
ported directly  in  those  fund-type  col- 
umns. These  amounts  do  not  represent 
liabilities  that  the  government  will  pay 
out  in  total  at  one  time.  GAAP  require  a 
presentation  of  the  full  liability,  but  in 
practice  the  government  pays  the 
amounts  to  employees  incrementally  as 
they  use  their  vacation  or  similar  com- 
pensation time. 

Deferred  revenue.  In  governmental 
funds,  revenue  is  recognized  as  it  is 
available  (that  is,  as  it  is  received  in  cash 
or  becomes  receivable  in  cash  in  a  very 
short  period).'4  In  proprietary  funds, 
revenue  is  recognized  as  it  is  earned,  re- 
gardless of  when  it  is  actually  collected 
in  cash. 

In  governmental  funds,  such  as  the 
general  fund,  tax  revenue  is  recognized 
not  as  it  is  billed  but  as  it  is  collected. 
When  property  taxes  have  been  billed 
but  not  paid  as  of  the  end  of  the  fiscal 
year,  and  are  not  collected  within  sixty 
days  after  the  end  of  the  fiscal  year,  both 
GAAP  and  North  Carolina  statutes  re- 
quire that  the  amount  of  the  tax  receiv- 
able on  the  balance  sheet  be  reported 
not  as  revenue  but  as  "deferred  rev- 
enue," which  is  reported  similar  to  a  li- 
ability. Deferred  revenue  does  not  in- 
crease  hind  balance  because  it  is  not 
available  for  appropriation  (that  is,  the 
cash  it  represents  is  not  available). 


Another  common  example  of  the 
creation  of  deferred  revenue  is  associ- 
ated with  grants.  This  situation  might 
occur  in  either  a  governmental  or  a  pro- 
prietary fund.  Assume  that  a  local 
government  receives  a  federal  grant. 
The  grant  is  paid  to  the  government  in 
advance,  but  the  government  does  not 
earn  the  right  to  keep  it  until  certain  cri- 
teria have  been  met  (for  example,  the 
grant  must  be  actually  spent  for  its  par- 
ticular purpose  to  become  revenue;  un- 
til that  time  it  is  technically  refundable 
to  the  grantor).  Until  the  government 
meets  the  grant  requirements,  it  must 
report  the  amount  as  deferred  revenue. 
As  the  grant  provisions  are  met,  the  de- 
ferred revenue  is  reclassified  as  revenue 
on  the  appropriate  operating  statement. 

Equity.  As  stated  earlier,  equity  is  the 
net  worth  of  a  fund.  Governmental  fi- 
nancial reporting  uses  different  termi- 
nology for  equity  in  the  different  fund 
types.  Following  is  a  summary  of  the 
various  equity  accounts. 

Fund  balance.  This  term  describes 
equity  for  the  governmental  fund  types. 
Because  the  assets  in  a  governmental 
fund  are  all  financial  ones  and  the  li- 
abilities are  all  current  ones,  fund  bal- 
ance actually  represents  the  net  finan- 
cial resources  potentially  available  in 
that  fund. 

However,  North  Carolina  state  stat- 
utes include  a  formula  that  identifies 
how  much  of  fund  balance  is  actually- 
available  for  appropriation.  Govern- 
ments may  not  appropriate  more  than 
"the  sum  of  cash  and  investments  mi- 
nus the  sum  of  liabilities,  encum- 
brances, and  deferred  revenues  arising 
from  cash  receipts."5  (An  "encum- 
brance" is  an  outstanding  commitment 
of  funds  usually  documented  by  a  pur- 
chase order  or  a  contract.) 

In  addition  to  that  statutory  limita- 
tion, there  are  restrictions  on  portions 
of  fund  balance.  'Reserved  fund  bal- 
ance" reflects  legal  restrictions  placed 
by  independent  third  parties.  Manage- 
ment or  elected  officials  may  not  use  re- 
served fund  balance  for  any  purpose 
other  than  that  to  which  it  is  restricted. 
In  North  Carolina  some  common 
examples  of  reservations  are  the  fol- 
lowing: 

Reserved  by  state  statute.  Fund 
balance  is  a  close  approximation  of 
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resources  that  will  eventually  be 
available  in  a  governmental  fund. 
North  Carolina  statutes  prohibit 
a  government  from  considering  re- 
ceivables as  resources  that  it  may 
appropriate  in  its  calculation  of 
available  fund  balance.  "Reserved 
by  state  statute"  generally  reflects 
the  amount  of  fund  balance  that  is 
attributable  to  receivables  that  the 
applicable  governmental  fund  has 
recognized  as  revenue  under  GAAP 
but  may  not  yet  appropriate  under 
North  Carolina  law. 

Reserved  for  encumbrances.  Of- 
ten there  will  be  outstanding  encum- 
brances (that  is,  outstanding  pur- 
chase orders  or  contracts)  at  the  end 
of  the  fiscal  year.  A  reservation  for 
encumbrances  indicates  that  a  por- 
tion of  fund  balance  is  dedicated  to 
pay  for  the  encumbered  items  once 
the  goods  or  the  services  have  been 
received,  presumably  early  in  the 
next  fiscal  year.  Technically  the  ven- 
dor with  whom  the  purchase  was 
made  is  the  independent  third  party 
who  has  a  claim  on  these  resources. 

Reserved  for  Powell  Bill.  Munici- 
palities in  North  Carolina  receive 
annual  allotments  of  Powell  Bill 
money  from  the  state.  Powell  Bill 
money  may  be  used  only  for  specific 
street  construction  and  maintenance 
projects.  Usually,  municipalities  have 
unspent  portions  of  the  distribution 
in  their  fund  balance  at  the  end  of 
each  fiscal  year.  Although  they  may 
use  it  in  future  fiscal  years,  the  state 
legally  restricts  how  they  may  use  it. 
Thus  portions  of  unspent  Powell  Bill 
money  as  of  the  end  of  the  fiscal  year 
must  be  reported  as  reserved  fund 
balance. 

Portions  of  fund  balance  that  are  not 
reserved  are  considered  to  be  unre- 
served. This  classification  may  be  fur- 
ther categorized  as  "designated"  or 
"undesignated."  The  primary  differ- 
ence between  a  reservation  and  a  desig- 
nation is  the  role  that  the  governing 
body  plays  in  the  latter's  determination. 
Elected  officials  may  designate  portions 
of  available  fund  balance  for  any  num- 
ber of  purposes — future  capital  needs, 
operating-budget  resources  for  the  fol- 
lowing year,  special  projects,  or  pur- 
chases. A  designation  is  internally  cre- 


ated, is  not  legally  binding,  and  may  be 
modified  as  the  elected  officials  desire. 
Obviously,  undesignated  fund  balance 
reflects  the  portion  of  fund  balance  that 
is  not  legally  reserved  or  designated  by 
the  governing  board  for  future  use. 

Retained  earnings.  Equity  in  the  pro- 
prietary funds  is  referred  to  as  "retained 
earnings."  Unlike  equity  in  the  govern- 
mental funds,  equity  in  the  proprietary 
funds  reflects  the  total  assets  minus  the 
total  liabilities  of  the  fund.  Therefore, 
retained  earnings  reflect  not  only  finan- 
cial assets  ( minus  financial  liabilities)  of 
the  fund  but  all  other  assets,  such  as 
fixed  assets  (minus  long-term  liabilities). 
Total  retained  earnings  do  not  represent 
spendable  resources.  As  in  the  private 
sector,  they  reflect  total  net  worth  of  the 
fund,  which  includes  assets  that  are  not 
convertible  to  cash  for  spending. 

Contributed  capital.  Sometimes  a 
proprietary  fund  receives  capital  contri- 
butions from  outside  third  parties.  For 
example,  a  developer  may  pay  for  the 
installation  of  water  lines  in  a  new  sub- 
division. When  the  water  lines  are  con- 
nected to  the  local  government's  water 
system,  they  become  the  property  of  the 
government.  The  water  fund  has  re- 
ceived an  asset  at  no  cost.  Contributed 
capital  simply  represents  the  equity  that 
a  proprietary  fund  has  built  with  out- 
side contributions.  The  total  net  worth 
of  a  proprietary  fund  is  retained  earn- 
ings plus  contributed  capital. 

The  Combined  Operating  Statement: 
Governmental  Funds 

There  are  two  main  types  of  operating 
statements  for  governments,  one  for  the 
governmental  funds"  and  another  for 
the  proprietary  funds.  (As  discussed 
later,  some  governments  may  have  a 
third  type  of  operating  statement,  for 
their  pension  trust  funds. )  Because  gov- 
ernmental funds  focus  on  current  finan- 
cial resources,  the  operating  statement 
of  a  governmental  fund  is  similar  to  a 
checkbook  register  (for  a  sample,  see 
Exhibit  2).  The  revenues  and  the  other 
financing  sources  are  like  deposits;  the 
expenditures  and  the  other  financing 
uses  are  like  withdrawals.  The  net  result 
of  these  "deposits"  and  "withdrawals" 
is  an  increase  or  a  decrease  in  the  check- 
book balance  (that  is,  the  fund  balance). 
Revenues  and  expenditures.  Most  of 
the  account  categories  under  these  cap- 


tions are  self-explanatory.  Examples  of 
common  revenue  resources  are  prop- 
erty taxes,  licenses  and  permits,  charges 
for  services  (that  is,  user  fees),  interest, 
and  receipts  from  other  governmental 
entities  (that  is,  intergovernmental  rev- 
enues, such  as  sales  taxes,  grants,  and 
other  types  of  state-shared  monies).  Ex- 
penditures are  typically  categorized  by 
"character"  and  "function."  "Charac- 
ter" identifies  the  nature  of  an  expendi- 
ture: current,  intergovernmental,  debt 
service,  and  capital  outlay.  "Current 
character"  expenditures  are  typically 
identified  by  function.  The  most  com- 
mon types  of  functions  are  general  gov- 
ernment, public  safety,  public  works, 
sanitation,  and  recreation. 

Governmental  funds  use  the  term 
"expenditure"  as  opposed  to  "ex- 
pense." An  expenditure  is  an  actual 
outflow  of  cash  resources.  Because  the 
governmental  funds'  operating  state- 
ment focuses  on  the  cash  perspective, 
this  term  is  more  appropriate  for  it.  In 
contrast,  the  term  expense  is  used  for 
the  proprietary  funds'  operating  state- 
ment because  it  focuses  on  all  transac- 
tions of  the  operation,  regardless  of 
their  effect  on  cash.  An  expense  is  an 
outflow  of  cash  resources  or  the  recog- 
nition of  noncash  transactions  such  as 
depreciation  of  capital  assets  and  write- 
off of  bad  debts.  Broadly  stated,  an  ex- 
pense is  an  allocation  of  all  the  costs  of 
an  operation. 

Other  financing  sources/uses.  Fol- 
lowing revenues  and  expenditures,  there 
usually  is  another  category  of  transac- 
tions, referred  to  as  "other  financing 
sources  (uses)."  These  are  resources  or 
uses  that  do  not  meet  the  basic  criteria 
of  a  revenue  or  an  expenditure.  This  cat- 
egory is  not  for  miscellaneous  revenues 
and  expenditures.  In  fact,  only  a  few 
kinds  of  transactions  may  be  reported 
in  this  category,  as  follows: 

Operating  transfers  in/out.  Funds 
often  transfer  money  to  other  funds. 
For  example,  a  proprietary  fund  may 
routinely  transfer  money  to  the  general 
fund.  The  receiving  fund  reports  the 
transaction  as  an  "operating  transfer 
in,"  the  contributing  fund  as  an  "oper- 
ating transfer  out."  In  contrast,  rev- 
enues and  expenditures  reflect  transac- 
tions with  third  parties.  Given  that 
operating  transfers  are  internal  in  na- 
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COMBINED  STATEMENT  OF  REVENUES, 

EXPENDITURES,  AND  CHANGES 

IN  FUND  BALANCES 

FORSYTH  COUNTY,  NORTH  CAROLINA 

Year  Ended  June  30, 1 999 

General 

Fund 

REVENUES: 

Taxes: 

Property 

$         129,635,212 

Occupancy 

- 

Sales 

40,800,486 

Total  taxes 

170,435,698 

Intergovernmental 

45,661,051 

Charges  for  services 

12,254,516 

Investment  earnings 

2,880,881 

Other 

4,639,017 

Total  revenues 

235,871,163 

EXPENDITURES: 

Current: 

General  government 

31,731,295 

Public  safety 

32,397,921 

Health 

21,870,079 

Welfare 

45,495,351 

Culture  and  recreation 

8,961,210 

Community  and  economic  development 

1,058,763 

Education 

80,263,999 

Capital  outlay 

Debt  service:  (notes  6, 7,  and  8) 

General  obligation  bonds: 

Principal 

10,990,000 

Community  and  economic  development 

1,058,763 

Education 

80,263,999 

Capital  outlay 

Debt  service:  (notes  6, 7,  and  8) 

General  obligation  bonds: 

Principal 

10,990,000 

Interest  and  fiscal  charges 

9,233,880 

Capital  leases,  installment  purchases 

and  certificates  of  participation: 

Principal 

5,144,983 

Interest  and  fiscal  charges 

642,847 

Total  expenditures 

247,790,328 

Excess  (deficiency)  of  revenues  over  expenditures 

(11,919,165) 

OTHER  FINANCING  SOURCES  (USES): 

Proceeds  of  refunding  bonds  (note  8) 

16,480,000 

Proceeds  of  general  obligation  bonds  (note  8) 

- 

Proceeds  of  installment  purchases  (notes  6  and  7) 

7,675,808 

Operating  transfers  in  (note  12) 

4,285,813 

Payment  to  refunded  bond  escrow  agent  (note  8) 

(16,480,000) 

Payment  to  refunded  installment  purchase  escrow 

agent  (note  6) 

(3,321,714) 

Operating  transfers  out  (note  12) 

(1,042,819) 

Total  other  financing  sources  (uses) 

7,597,088 

Excess  (deficiency)  of  revenues  and  other 

sources  over  expenditures  and  other  uses 

(4,322,077) 

Fund  balances  -  June  30, 1998 

44,751,668 

Residual  equity  transfers  from  (to)  (note  13): 

Capital  Project  Funds 

422,226 

General  Fund 

- 

Fund  balances  -  June  30, 1999 

S 

40,851,817 

Exhibit  2.  This  excerpt  from  Forsyth  County's  combined  governmental 
fund  operating  statement  shows  information  about  the  county's  general 
fund. 

ture,  it  is  more  appropriate  to  consider 
them  other  financing  transactions. 

Proceeds  of  debt  issuances.  Obvi- 
ously a  common  resource  for  govern- 
mental entities  is  the  issuance  of  bonds 
or  similar  financing  instruments.  When 
such  debt  is  issued  by  a  governmental 
fund,  receipt  of  the  debt  proceeds  in- 
creases the  financial  resources  of  the 
fund.  Given  that  the  operating  state- 
ment of  the  governmental  funds  is  simi- 
lar to  a  checkbook,  the  proceeds  of  the 
debt  issuance  must  be  reflected.  Catego- 
rizing them  as  a  revenue  source  is  inap- 
propriate; they  are  simply  a  resource 
that  was  borrowed.  Thus  they  are  re- 
ported as  an  other  financing  source. 

Payments  to  bond  escroiv  agents. 
Governments  often  refinance  existing 
debt  to  take  advantage  of  better  interest 
rates  or  more  favorable  debt-service  re- 
quirements. This  type  of  transaction  is 
referred  to  as  a  "refunding."  The  actual 
transaction  is  rather  simple.  The  gov- 
ernment issues  refunding  bonds,  and  it 
uses  the  proceeds  to  pay  off  the  existing 
debt.  However,  just  as  homeowners  of- 
ten may  not  prepay  mortgages  without 
penalties,  governments  may  not  prema- 
turely liquidate  many  bonds  until  the 
maturity  date  or  a  predetermined  "call- 
able" date.  Yet  there  are  legal  ways  to 
effectively  eliminate  the  government's 
liability  and  satisfy  the  terms  of  the  out- 
standing bonds  at  the  same  time. 

When  the  proceeds  of  the  refunding 
bonds  are  received,  they  are  paid  to  an 
independent  escrow  agent.  That  agent 
pays  off  the  old  indebtedness.  Once 
these  funds  are  placed  with  the  escrow 
agent,  they  are  no  longer  accessible  to 
the  government,  and  the  government's 
liability  for  the  old  bonds  has  effectively 
been  satisfied.  In  the  year  this  transac- 
tion takes  place,  the  proceeds  of  the  re- 
funding bonds  are  reported  as  an  other 
financing  source,  and  the  subsequent 
payment  to  the  escrow  agent  is  reported 
as  an  other  financing  use. 

Sale  of  fixed  assets.  Occasionally, 
governments  dispose  of  fixed  assets 
purchased  by  the  governmental  funds. 
Any  proceeds  of  the  sale  obviously  add 
to  the  cash  balance  of  the  fund  making 
the  sale.  These  proceeds  are  reported  as 
an  other  financing  source. 

The  net  effect  of  revenues  and  other 
financing  sources  minus  expenditures 
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WAKE  COUNTY,  NORTH  CAROLINA 

COMBINED  STATEMENT  OF  REVENUES,  EXPENDITURES  AND  CHANGES  IN  FUND  BALANCES 

BUDGET  AND  ACTUAL 

For  the  Year  Ended  June  30, 1999 

Special 

General  Fund 

Budget 

Actual 

Budget 

REVENUES: 

Taxes                                                                                             $            335,181,840       $ 

338,435,442 

$               7,527,9 

Licenses  and  permits                                                                                        1,979,900 

2,611,967 

- 

Intergovernmental                                                                                          74,634,565 

70,939,121 

- 

Charges  for  services                                                                                       33,635,659 

30,579,672 

- 

Investment  earnings                                                                                         8,000,000 

8,275,790 

- 

Miscellaneous                                                                                                 2,334,958 
Total  Revenues                                                                                             455,766,922 
EXPENDITURES: 

1,897,553 
452,739,545 

- 

7,527,9 

Current: 

General  administration                                                                                      39,891,803 

34,261,117 

- 

Human  services                                                                                               1 35,694, 1 44 

126,342,499 

- 

Education                                                                                                  141,385,552 

140,329,349 

- 

Community  development  and  cultural                                                            1 5,8 1 8,78 1 

14,950,364 

39,7 

Environmental  services                                                                                  5,136,762 

4,733,541 

- 

Public  safety                                                                                                41,135,601 

38,475,915 

7,488,1' 

Debt  service                                                                                                  63,675,431 
Total  Expenditures                                                                                              442,738,074 

: 

63,457,823 
422,550,608 

- 

7,527,91 

Exhibit  3.  This  is  a  portion  of  Wake  County's  budget-to-actual  presentation,  which  shows  the  budgeted  and  actual 

revenues  and  expenditures  of  the  general  fund. 

and  other  financing  uses  of  any  govern- 
mental fund  is  an  increase  or  a  decrease 
in  fund  balance.  Occasionally,  other 
transactions  may  be  reported  on  the 
governmental  fund  operating  statement 
as  direct  adjustments  to  fund  balance: 

Residual  equity  transfer  in/out.  Un- 
like an  operating  transfer,  a  residual 
equity  transfer  is  an  unusual  and  infre- 
quent transfer  of  resources  between 
funds.  For  example,  the  general  fund 
may  make  a  one-time  contribution  to  a 
proprietary  fund  to  help  finance  a  capi- 
tal project.  The  funds  are  not  to  be  re- 
paid, and  the  contribution  is  a  one-time 
event.  These  transfers  are  reported  as  a 
"residual  equity  transfer  in"  to  the  re- 
ceiving fund  and  as  a  "residual  equity 
transfer  out"  of  the  contributing  fund. 

Prior  period  adjustments.  Occasion- 
ally, errors  made  in  previous  years  need 
to  be  corrected.  Also,  adjustments  mav 
be  necessary  to  reflect  the  implementa- 
tion of  a  new  accounting  and  financial 
reporting    standard.    Either    of   these 


events  would  be  reported  as  a  direct  ad- 
justment to  fund  balance  and  identified 
as  a  "prior  period  adjustment."  Such 
adjustments  do  not  necessarily  reflect  a 
problem. 

The  ending  fund  balances  for  each  of 
the  governmental  fund  types  should 
agree  with  the  fund  balances  reported 
on  the  combined  balance  sheet.  In  sum- 
mary, the  balance  sheet  is  a  snapshot  of 
the  assets,  the  liabilities,  and  the  equity 
(fund  balance  or  retained  earnings,  as 
appropriate)  at  the  end  of  the  fiscal  year 
(June  30  for  North  Carolina  govern- 
ments). The  governmental  fund's  oper- 
ating statement  reports  the  transactions 
throughout  the  year  that  either  increase 
or  decrease  the  applicable  fund's  fund 
balance. 

The  Combined  Budget-to-Actual 
Statement:  Governmental  Funds 

GAAP  require  that  the  combined  finan- 
cial statements  include  a  budget-to- 
actual    statement     for   governmental 


fund  types  that  legally  adopt  an  annual 
budget  (for  a  sample,  see  Exhibit  3). 
The  primary  purpose  of  this  statement 
is  to  demonstrate  compliance  with  the 
budget.  The  statement  has  little  practi- 
cal use,  for  the  fund-type  columns  still 
are  aggregated.  For  example,  if  a  gov- 
ernment has  more  than  one  special  rev- 
enue fund,  the  budget-to-actual  pre- 
sentation includes  all  of  them  in  one 
column. 

For  North  Carolina  governments, 
the  formats  of  the  combined  govern- 
mental fund  operating  statement  and 
the  budget-to-actual  statement  are 
practically  identical.  The  same  account 
captions — revenues,  expenditures,  and 
other  financing  sources  and  uses — 
are  used.  GAAP  simply  limit  this 
combined  budget-to-actual  statement 
to  governmental  funds  that  legally 
adopt  an  annual  budget.  Therefore,  if 
multiyear  (or  project-length)  budgets 
are  adopted  for  special  revenue  or  capi- 
tal projects  funds,  they  would  not  be 
included  on  the  statement. 
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The  Combined  Operating  Statement: 
Proprietary  Funds 

A  governmental  entity's  financial  state- 
ments may  include  two  types  of  operat- 
ing statements  if  the  entity  has  both 
governmental  and  proprietary  funds. 
The  operating  statement  for  the  propri- 
etary fundss  is  formatted  differently 
from  the  operating  statement  for  the 
governmental  funds.  The  primary  rea- 
son is  that  the  statements  are  designed 
for  different  purposes.  The  governmen- 
tal funds'  operating  statement  can  be 
used  like  a  checkbook  register.  Propri- 
etary funds  are  reported  from  a  per- 
spective of  total  economic  resources:  all 
revenues  earned,  not  just  those  that  are 
available  (as  is  the  case  with  the  govern- 
mental funds).  Accordingly  the  ex- 
penses reflect  all  events  that  affect  the 
equity  of  the  fund — cash  outflows  for 
operations,  purchase  of  capital  assets, 
payment  of  debt  service,  and  noncash 
transactions  such  as  depreciation  and 
write-off  of  bad  debts. 

Operating  revenues.  This  category 
on  the  proprietary  funds'  operating 
statement  identifies  the  revenues  gener- 
ated by  the  operation  itself — for  ex- 
ample, in  the  case  of  a  water  fund,  fees 
earned  for  providing  water.  Also,  rev- 
enues are  recorded  as  they  are  earned, 
regardless  of  their  availability  (unlike 
the  governmental  funds'  operating 
statement).  Otherwise,  the  account  cap- 
tions themselves  are  relatively  self- 
explanatory. 

Operating  expenses.  This  category 
identifies  the  expenses  generated  by  pro- 
viding particular  operations.  In  the  pre- 
ceding example  of  the  water  fund,  all 
the  direct  costs  of  providing  water  ser- 
vice are  considered  operating  expenses. 
Some  common  types  of  operating  ex- 
penses are  salaries  and  wages,  employee 
benefits,  materials,  and  supplies. 

Expenses  incurred  as  part  of  the  op- 
eration but  not  resulting  in  a  cash  out- 
lay are  included  in  the  operating  ex- 
pense category.  Two  common  examples 
are  depreciation  and  bad  debt  expense. 
"Depreciation"  is  the  allocation  of  the 
cost  of  an  asset  over  its  useful  life.  In  the 
governmental  funds,  the  full  cost  of  ac- 
quiring a  capital  asset  is  recognized 
when  the  transaction  occurs  (for  ex- 
ample, capital  outlay  expenditure). 
Therefore  the  financial  reporting  theory 
of  depreciation  does  not  apply.  This  is 


Town  of  Gamer,  North  Carolina 

Combined  Statement  of  Revenues,  Expenses,  and  Changes  in 

Retained  Earnings-Proprietary  Fund  Type 

For  the  Year  Ended  June  30,  1998 


Enterprise  Fund 


1998 


OPERATING  REVENUES 
Charges  for  services 
Other  operating  revenues 

Total  operating  revenues 

OPERATING  EXPENSES 
Administration 

Water  supply  and  distribution 
Waste  collection  and  disposal 
Sewer  plant  operation 
Depreciation  and  amortization 

Total  operating  expenses 


$4,470,742 
884,378 


5,355,120 


508,853 
2,004,300 
913,363 
345,974 
698,642 


4,471,132 


883,988 


Operating  income  

Exhibit  4. This  is  the  first  half  of  a  proprietary  fund  operating  statement- 
the  revenues,  the  expenses,  and  the  net  income  of  Garner's  enterprise 
fund  (a  type  of  proprietary  fund). 


consistent  with  the  focus  of  the  govern- 
mental funds'  operating  statement  on 
transactions  that  affect  cash.  However, 
with  the  proprietary  funds'  focus  being 
much  broader,  the  cost  of  a  capital  asset 
is  allocated  over  its  useful  life,  not  sim- 
ply expensed  when  it  is  purchased.  De- 
preciation expense  does  not  result  in  a 
cash  outflow  but  systematically  reduces 
the  fund's  equity  in  an  asset  as  it  is  be- 
ing used. 

Bad  debt  expense  occurs  when  ser- 
vice billings  are  not  collected.  Often, 
such  accounts  receivable  are  "written 
off"  as  a  loss  when  it  is  determined  that 
they  will  not  be  collected.  Such  losses 
are  considered  operating  expenses. 

Operating  income.  The  net  of  oper- 
ating revenues  and  operating  expenses 
is  known  as  "operating  income."  This 
amount  simply  identifies  the  income  (or 
loss)  generated  by  the  operation  itself. 

(For  an  excerpt  of  a  statement  show- 
ing operating  revenues,  operating  ex- 
penses, and  operating  income,  see  Ex- 
hibit 4.) 

Nonoperating  revenues  and  ex- 
penses. Many  proprietary  operations 


are  subsidized  by  resources  that  are  not 
generated  by  the  operation  itself.  Com- 
mon examples  are  taxes,  grants,  interest 
revenue,  and  intergovernmental  rev- 
enue. In  many  cases  these  are  substan- 
tial amounts.  They  are  classified  as 
"nonoperating"  activities  simply  to  in- 
dicate that  they  are  not  generated  by  the 
operation  itself  but  are  the  result  of  ex- 
ternal events  (for  example,  taxation). 
Likewise,  expenses  are  incurred  that  are 
not  a  direct  result  of  the  operation.  The 
most  common  example  is  interest  ex- 
pense associated  with  a  fund's  long- 
term  debt. 

Transfers  to/from  other  funds.  Pro- 
prietary funds  often  receive  operating 
transfers  from  other  funds  or  provide 
transfers  to  other  funds.  For  example, 
the  electric  fund  may  routinely  transfer 
money  to  the  general  fund  to  keep 
property  tax  rates  down  (property 
taxes  being  the  primary  source  of  rev- 
enue for  the  general  fund).  When  this 
occurs,  the  transactions  are  reported  as 
gross  amounts  (that  is,  transfers  in  and 
transfers  out  are  not  combined  into  one 
sum)  on  the  operating  statement  in  a 
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Town  of  Gamer,  North  Carolina 

Combined  Statement  of  Revenues,  Expenses,  and  Changes  in 

Retained  Earnings-Proprietary  Fund  Type 

For  the  Year  Ended  June  30,  1998 

Enterprise  Fund 


1998 


NONOPERATING  REVENUES  (EXPENSES) 
Interest  earned  on  investments 
Interest  earned  on  assessments 
Local  option  sales  tax 
Sale  of  assets 
Interest  on  long-term  debt 

Total  nonoperating  revenues  (expenses) 

Net  income 


304,832 
6,608 

10,758 
(372,221) 


(50,023) 


833,965 


Exhibit  5.  This  is  the  second  half  of  Garner's  proprietary  fund  operating 
statement. This  portion  of  the  statement's  column  follows  the  revenue, 
expense,  and  net  income  portion  shown  in  Exhibit  4. 


separate  category  immediately  follow- 
ing the  nonoperating  category. 

Net  income.  Operating  income  mi- 
nus nonoperating  revenue  and  ex- 
penses, as  well  as  transfers  in  and  out  of 
the  fund,  is  captioned  "net  income." 
This  amount  either  increases  the  fund's 
equity  (that  is,  retained  earnings),  re- 
sulting in  a  net  income,  or  decreases  it, 
resulting  in  a  net  loss. 

(For  an  excerpt  of  a  statement  show- 
ing nonoperating  revenues  and  ex- 
penses, and  net  income,  see  Exhibit  5.) 

The  ending  retained  earnings  should 
agree  with  the  retained  earnings  re- 
ported on  the  combined  balance  sheet. 
Events  such  as  residual  equity  transfers 
or  prior  period  adjustments  are  re- 
ported as  direct  adjustments  to  the  re- 
rained  earnings  balance. 

The  Combined  Statement  of  Cash 
Flows:  Proprietary  Funds 

As  explained  earlier,  the  governmental 
funds*  operating  statement  basically 
gauges  the  cash  inflows  and  outflows  of 
the  governmental  funds.  In  contrast,  the 
proprietary  funds'  operating  statement 
includes  cash  and  noncash  transactions. 
Therefore  the  proprietary  funds'  oper- 
ating statement  cannot  be  used  effec- 


tively to  identify  cash  flows.  GAAP  re- 
quire that  governments  with  propri- 
etary and  nonexpendable  trust  funds 
include  a  statement  of  cash  flows  in 
their  external  financial  statements  (for 
an  excerpt,  see  Exhibit  6).J 

The  statement  of  cash  flows  focuses 
on  transactions  that  directly  affect  the 
fund's  cash  balance.  Governments  have 
the  option  of  focusing  on  cash  alone 
or  including  cash  equivalents.  A  "cash 
equivalent"  is  defined  as  a  highly  liquid, 
short-term  investment  that  has  an  origi- 
nal maturity  (maturity  at  the  time  of 
purchase )  of  no  more  than  ninety  days. 
Each  of  the  cash  flows  is  reported  at 
gross  amounts.  Simply  put,  cash  in- 
flows are  reported  separately  from  cash 
outflows.  For  example,  operating  trans- 
fers in  are  reported  separately  from  op- 
erating transfers  out. 

This  statement  focuses  on  four  cat- 
egories of  cash  flows,  as  follows.  The 
transactions  identified  within  each  cat- 
egory are  relatively  self-explanatory. 

Cash  flows  from  operating  activities. 
Any  proprietary  fund  has  cash  inflows 
and  outflows  associated  with  the  opera- 
tion of  the  activity  itself.  The  most  com- 
mon example  of  a  cash  inflow  is  collec- 


tions on  utility  billings.  Examples  of 
cash  outflows  are  payments  to  vendors 
and  employees.  GAAP  also  require  that 
miscellaneous  cash  inflows  or  outflows 
that  do  not  fit  the  criteria  of  the  other 
cash-flow  categories  be  reported  as  op- 
erating activities. 

Cash  flows  front  non-capital- 
financing  activities.  Often  a  proprietary 
fund  will  receive  cash  inflows  or  incur 
cash  outflows  that  are  indirectly  related 
to  the  operation  itself  but  not  related 
to  capital  acquisitions.  (This  category  is 
similar  to  nonoperating  revenues  and 
expenses,  discussed  earlier.)  Common 
examples  are  tax  revenues,  grant  rev- 
enues, and  operating  transfers  from 
other  funds.  Examples  of  non-capital- 
financing  cash  outflows  are  operating 
transfers  to  other  funds  or  grants  made 
to  other  governmental  entities. 

Cash  flows  from  capital  financing  ac- 
tivities. Especially  in  proprietary  funds, 
cash  flows  related  to  capital  acquisi- 
tions can  be  very  significant.  Examples 
of  cash  inflows  related  to  capital  financ- 
ing are  debt  proceeds  associated  with 
capital  financing,  grants  restricted  to 
acquisition  of  capital  items,  and  trans- 
fers from  other  funds  restricted  for 
capital  purposes.  Also,  cash  generated 
by  the  sale  of  any  fixed  assets  is  reported 
as  a  cash  flow  from  capital  financing 
activity.  Examples  of  cash  outflows  are 
purchase  of  capital  items  and  debt- 
service  payments  when  the  debt  is  capi- 
tal related. 

Cash  flows  from  investing  activities. 
The  statement  of  cash  flows  segregates 
all  activity  associated  with  the  fund's 
investing  activities.  Sales  or  maturi- 
ties of  investments,  as  well  as  interest 
earned  and  collected  on  those  invest- 
ments, are  reported  as  cash  inflows  in 
this  category.  Purchase  of  investments  is 
the  most  common  cash  outflow  associ- 
ated with  investing. 

The  net  result  of  all  the  identified 
cash  inflows  and  outflows  per  propri- 
etary fund  type  represents  how  cash1'-' 
changed  from  the  beginning  of  the  year 
to  the  end.  The  ending  cash  amount 
should  agree  with  the  cash  amounts  re- 
ported by  fund  type  on  the  combined 
balance  sheet. 

GAAP  recognize  that  some  transac- 
tions do  not  result  in  actual  cash  in- 
flows or  outflows  but  are  not  obvious 
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Carolina  County,  North  Carolina 

Combined  Statement  of  Cash  Flows 

For  the  Year  Ended  June  30,  19X1 

Carol 

Enterprise 

Cour 

Fund 

Hospita 

Cash  flows  from  operating  activities: 

Cash  received  from  customers 

$1,020,892 

$40,98( 

Cash  paid  for  goods  and  services 

(175,166) 

(16,97 

Cash  paid  to  employees  for  services 

(195,893) 

(21,13( 

Customer  deposits  received 

1,800 

Customer  deposits  returned 

(4,983) 

Other  operating  revenues 

630 

Taxes  paid  to  other  governments 
Net  cash  provided  by  operating  activities 

Cash  flows  from  noncapital  financing 

— 

647,280 

2,87! 

activities: 

Gifts  and  donations 

— 

97< 

Alcohol  education 

— 

Operating  transfers  from  primary  government 

— 

1,24 

Operating  transfers  to  primary  government 
Net  cash  provided  by  noncapital- financing 

— 

activities 
Cash  flows  from  capital  and  related 

— 

2,21! 

financing  activities: 

Proceeds  of  bond  anticipation  notes 

675,000 

Acquisition  and  construction  of  capital  assets  (1,319,536) 

(4,75! 

Principal  paid  on  bond  maturities  and 

equipment  contracts 

(250,000) 

(30! 

Interest  paid  on  bond  maturities  and 

equipment  contracts 

(99,144) 

(14! 

Residual  equity  transfer 

100.000 

Federal  grant 
Net  cash  used  by  capital  and  related 

225,348 

financing  activities 
Cash  flows  from  investing  activities: 

(668,332) 

(5,21! 

Interest  on  investments 
Net  cash  provided  by  investing  activities 

Net  increase  in  cash  and  cash  equivalents 

38,122 
38,122 

17,070 

63( 

63! 

51! 

Cash  and  cash  equivalents,  July  1 
Cash  and  cash  equivalents,  June  30 

1,945,325 
$1,962,395 

9,89! 

$10,41 

Exhibit  6.  This  is  an  excerpt  from  fictional  Carolina  Cou 

nty's  more  exten- 

sive  statement  of  cash  flows. There  is  a  column  for  each  fund  type;  the 

information  shown  here  is  for  the  enterprise  fund. 

on  the  proprietary  funds'  operating 
statements.  "Noncash"  transactions 
that  affect  the  assets  and  the  liabilities 
of  a  fund,  and  would  have  been  re- 
ported in  the  operating,  non-capital- 
financing,  or  capital  financing  catego- 
ries if  cash  had  actually  exchanged 
hands,  must  be  disclosed  in  a  separate 
noncash  activities  section  of  the  state- 
ment of  cash  flows.  Two  of  the  most 
prevalent  examples  of  this  type  of 
transaction  are  acquisition  of  a  capital 
asset  through  a  capital  lease  agreement 
(that  is,  acquisition  of  an  asset  and  in- 
currence of  a  liability  without  any  ini- 
tial cash  flow)  and  receipt  of  a  capital 
asset  by  donation,  such  as  water  and 
sewer  lines  from  a  developer. 

The  Statement  of  Changes  in 
Net  Assets:  Pension  Trust  Funds 

Most  local  governmental  entities  par- 
ticipate in  pension  plans  for  their  em- 
ployees that  are  under  the  fiduciary  care 
of  another  entity.  The  most  common 
example  of  this  in  North  Carolina  is 
the  Local  Governmental  Employees" 
Retirement  System.  The  state  is  the 
fiduciary  of  a  pension  plan  that  bene- 
fits participating  local  governmental 
employers  and  employees  in  North 
Carolina. 

However,  some  local  governments 
either  sponsor  an  additional  plan  for 
their  employees  only  or  provide  a  plan 
in  lieu  of  participation  in  the  state- 
sponsored  plan.  The  most  common  ex- 
ample is  the  Law  Enforcement  Officers' 
Special  Separation  Allowance.  In  these 
cases  the  local  government  acts  as  the 
fiduciary  of  a  pension  plan,  and  GAAP 
require  the  inclusion  of  a  separate  oper- 
ating statement  for  that  plan  (for  a 
sample,  see  I  xhibit  ~)  because  the  re 
quired  format  of  the  statement  is  so  dif- 
ferent from  that  of  a  proprietary  fund. 
(The  assets,  the  liabilities,  and  the 
equity  of  such  a  plan  are  included  on 
the  combined  balance  sheet.) 

The  resources  of  a  pension  plan  are 
categorized  as  "additions  to  net  assets," 
and  the  uses  of  those  resources  are  cat- 
egorized as  "deductions  from  net  as- 
sets." Additions  include  contributions 
from  employers,  contributions  from 
participating  employees,  and  net  invest- 
ment income."  Deductions  include  ben- 
efits (and  refunds)  paid  to  participants 
in  the  plan,  as  well  as  administrative 
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Carolina  County,  North  Carolina 

Statement  of  Changes  in  Plan  Net  Assets 

Pension  Trust  Fund 

For  the  Year  Ended  June  30,  19X1 

Pension 

Trust 

Additions: 

Employer  contributions 

$101,424 

Investment  income: 

Net  appreciation  (depreciation) 

in  fair  value  of  investments 

12,417 

Interest 

38,984 

51,131 

Less  investment  expense 

438 

Net  investment  income 

50,693 

Total  additions 

152,117 

Deductions: 

Benefits 

16,585 

Administrative  expense 

941 

Total  deductions 

17,526 

Net  increase 

134,591 

Fund  balance  reserved  for 

employees'  pension  benefits: 

Beginning  of  year 

893,676 

End  of  year 

$1,028,267 

Exhibit  7.  This  sample  operating  statement  for  Carolina 

County's  pension 

trust  fund  is  typical  for  a  government  required  to  report  such  information. 

expenses  incurred  in  the  operation  of 
the  plan. 

As  with  the  operating  statements  of 
both  the  governmental  and  the  propri- 
etary funds,  the  net  of  these  additions 
and  deductions  is  the  increase  or  the 
decrease  in  the  pension  plan's  equity  for 
the  year. 

Conclusion 

Financial  statements  for  local  govern- 
mental entities  can  be  very  complex. 
Those  with  at  least  limited  knowledge 
of  governmental  accounting  and  finan- 
cial reporting  principles  may  have  the 


edge  in  interpreting  the  information, 
but  any  interested  party  certainly  can 
glean  useful  information  from  these 
statements.  External  financial  reporting 
is  the  specific  responsibility  of  manage- 
ment. Management  and  elected  officials 
must  make  every  effort  to  understand 
the  landscape  of  these  financial  state- 
ments. This  article  is  designed  not  to 
teach  the  principles  of  governmental 
GAAP  but  to  highlight  for  management 
and  elected  officials  the  fundamental  in- 
formation included  in  the  combined  fi- 
nancial statements.  By  understanding 
the  basic  logic  of  financial  presentation, 
and  the  terminology  unique  to  govern- 


mental accounting,  management  and 
elected  officials  can  better  fulfill  their  fi- 
duciary duties. 

Notes 

1.  Stephen  J.  Gauthier,  Ax  Elected 
Official's  Guide  to  Financial  Reporting 
at  8  (Chicago:  Government  Finance  Offic- 
ers Association,  1995). 

2.  N.C.  Gen.  Stat.  §  159-34.  Hereinaf- 
ter the  General  Statutes  will  be  cited  as  G.S. 

3.  Governmental  financial  statements 
sometimes  report  these  interfund  loan  ar- 
rangements with  the  "due  to/due  from"  ter- 
minology discussed  earlier.  Although  this  is 
technically  not  prohibited,  the  use  of  the 
different  language  is  designed  to  identify 
clearly  the  underlying  nature  of  the  trans- 
action. 

4.  GAAP  define  "availability"  as  rev- 
enue collected  in  cash  as  of  the  end  of  the 
fiscal  year,  or  within  a  short  period  follow- 
ing the  end  of  the  fiscal  year.  The  North 
Carolina  Local  Government  Commission 
recommends  that  the  availability  period  be 
no  more  than  sixty  days.  In  practice  the 
short  period  is  usually  sixty  to  ninety  days 
following  the  balance  sheet  date. 

5.  G.S.  159-13(b)(16). 

6.  If  a  government  also  has  expendable 
trust  funds,  they  will  be  included  in  a  sepa- 
rate column  on  this  statement.  The  technical 
title  of  a  governmental  fund  operating  state- 
ment is  Combined  Statement  of  Revenues, 
Expenditures  and  Changes  in  Fund  Bal- 
ances. 

7.  The  technical  title  of  this  statement 
is  Combined  Statement  of  Revenues,  Ex- 
penditures and  Changes  in  Fund  Balances — 
Budget  and  Actual.  Most  governments  pre- 
pare additional  statements  and  schedules 
that  exhibit  budgetary  compliance  for  indi- 
vidual funds.  For  example,  if  a  government 
prepares  a  comprehensive  annual  financial 
report,  such  information  is  included  therein. 

8.  The  technical  title  of  the  proprietary 
fund  operating  statement  is  Combined 
Statement  of  Revenues,  Expenses  and 
Changes  in  Retained  Earnings.  If  a  govern- 
ment also  has  a  nonexpendable  trust  fund,  it 
will  be  included  in  a  separate  column  on  this 
statement. 

9.  The  technical  title  of  the  statement 
of  cash  flows  is  Combined  Statement  of 
Cash  Flows. 

1 0.  Governments  also  may  include  cash 
equivalents. 

I  1.  Investment  income  is  reported  mi- 
nus appreciation  or  depreciation  of  the  fair 
value  of  investments,  as  well  as  administra- 
tive costs  and  costs  associated  with  invest- 
ment management  (for  example,  an  invest- 
ment adviser's  fees). 
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Managing  and  Accounting  for  Fixed  Assets 
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Fixed  assets  represent  a  signifi- 
cant investment  of  public  dol- 
lars for  local  governments  and 
public  authorities.  Items  that  consti- 
tute fixed  assets  are  tangible  in  na- 
ture and  normally  have  a  useful  life 
of  at  least  two  years.  Commonly 
used  classifications  of  fixed  assets  are 
land,  buildings,  equipment,  and  ve- 
hicles. 

Maintaining  control  of  fixed  assets  is 
a  function  of  the  entire  organization, 
not  just  the  accounting  department.  To 
maintain  financial  control  of  fixed  as- 
sets from  an  accounting  perspective,  a 
locality  must  properly  report  their  value 
on  its  annual  financial  statements.  To 
maintain  internal  control  from  a  man- 
agement perspective  (that  is,  to  ensure 
use  of  the  assets  for  authorized  pur- 
poses and  to  prevent  their  misuse  or 
theft),  the  locality  must  assign  custodial 
responsibility  for  fixed  assets  to  the  de- 
partment and  division  managers  who 
employ  them  for  service  delivery.  A 
fixed  assets  policy  based  on  the  recom- 
mended practices  of  the  Government 
Finance  Officers  Association  (GFOA) 
and  the  Local  Government  Commis- 
sion (LGC)  is  essential  to  obtaining 
both  types  of  control. 

External  auditors  review  fixed  assets 
records  and  internal  controls  during  the 
annual  audit.  They  issue  an  "unquali- 
fied audit  opinion"  if  the  general- 
purpose  financial  statements  present 
fairly,  in  all  material  respects,  the  finan- 
cial position  of  the  organization.  This 
type  of  audit  opinion  is  extremely  im- 
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portant  to  staff,  managers, 
council  members,  investors,  and 
creditors.  External  auditors  issue  a 
"qualified  audit  opinion"  if  they  find 
that  the  financial  statements  are  inad- 
equate in  a  material  respect.  Lack  of 
control  over  fixed  assets  is  one  of  the 
primary  causes  for  receiving  a  qualified 
audit  opinion.  For  localities  that  receive 
a  qualified  opinion  concerning  their  ac- 
counting for  fixed  assets,  the  LGC  will 
no  longer  authorize  the  issuance  of 
long-term  debt  (bonds).1 

The  purpose  of  this  article  is  to  en- 
courage localities  to  review  their  fixed 
assets  policies  and  to  establish  capitali- 
zation thresholds  based  on  criteria  pro- 
posed by  the  GFOA  and  the  LGC.  A 
"capitalization  threshold"  is  the  dollar 
value  at  which  assets  are  "capitalized" 
(carried  on  the  general  ledger)  rather 
than  "expensed"  (shown  on  the  general 
ledger  as  a  decrease  in  cash  and  an  in- 
crease in  expenditures).  Fixed  assets 
purchased  by  "governmental  funds" 
(public-purpose  funds,  such  as  public 
safety  and  public  works)  are  capitalized 


at  their  original  historical  cost  and 
remain  at  that  value  throughout 
their  life.  Fixed  assets  purchased  by 
"proprietary  funds"  (business-like 
funds,  such  as  public  utilities)  are 
capitalized  at  their  original  histori- 
cal cost  and  depreciated  over  their 
useful  life.  Items  of  insignificant 
value  are  simply  expensed  in  their 
year  of  purchase. 

Localities  tend  to  capi- 
talize assets  at  dollar  values 
much  lower  than  needed, 
setting  policy  primarily  to 
satisfy  the  internal  control 
function  rather  than  the  fi- 
nancial reporting  function.2  They 
should  set  the  dollar  value  for  capi- 
talization of  assets  with  the  objective  of 
accurately  reporting  the  value  of  fixed 
assets  on  their  annual  financial  state- 
ments. Internal  control  of  fixed  assets 
should  be  addressed  in  the  fixed  assets 
policy  by  more  effective  means  than  the 
capitalization  threshold. 

Legal,  Administrative,  and 
GAAP  Requirements 

The  North  Carolina  General  Statutes 
(hereinafter  G.S.)  do  not  address  the 
management  of  fixed  assets  in  detail, 
providing  flexibility  for  local  govern- 
ments. G.S.  159-26(a)  states  that  "each 
local  government  or  public  authority 
shall  establish  and  maintain  an  ac- 
counting system  designed  to  show  in 
detail  its  assets,  liabilities,  equities,  rev- 
enues, and  expenditures."  Additionally, 
G.S.  159-26(b)(8)  requires  that  an  ac- 
counting system  be  designed  to  provide 
for  "a  ledger  or  group  of  accounts  in 
which  to  record  the  details  relating,  to 
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the  general  fixed  assets  of  the  unit  or 
public  authority." 

The  North  Carolina  Department  of 
State  Treasurer  Policies  Manual  ex- 
pounds on  G.S.  159-26(a)  and  G.S. 
159-26(b)(8),  providing  detailed  in- 
structions on  fixed  assets  management, 
including  the  capitalization  threshold. 
It  concludes  that  the  dollar  amount  set 
for  capitalizing  assets  is  a  policy  deci- 
sion of  the  governing  board. 

Three  of  the  twelve  generally  ac- 
cepted accounting  principles  (GAAP) 
deal  directly  with  managing  and  ac- 
counting for  fixed  assets."  None  of  the 
principles,  however,  address  what  is  a 
proper  capitalization  threshold,  again 
leaving  that  to  each  locality  to  decide 
on  the  basis  of  its  individual  needs. 

Fixed  Assets  Records 
and  Audit  Findings 

Fixed  assets  records  are  used  for  a  vari- 
ety of  reasons  and  should  be  accurate 
and  complete.  They  are  periodically 
reconciled  with  departments'  actual 
fixed  assets  to  ensure  fulfillment  of  the 
departments"  custodial  responsibility. 
Risk  management  personnel  use  them 
to  ensure  that  the  organization  is  prop- 
erly protected  with  insurance  cover- 
age.4 Analysts  often  need  fixed  assets 
records  when  completing  special  as- 
signments, and  the\-  are  used  to  report 
the  beginning  value,  additions,  dispos- 
als, and  ending  value  of  an  entity's  fixed 
assets  on  the  annual  financial  state- 
ments. 

External  auditors  move  toward  a 
qualified  audit  opinion  when  fixed  as- 
sets records  do  not  materially  reflect  the 
value  of  fixed  assets  or  when  proper  in- 
ternal controls  are  not  in  place  to  safe- 
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guard  the  assets.  Therefore,  in  develop- 
ing a  fixed  assets  policy,  local  officials 
should  understand  the  audit  process 
and  likely  sources  of  problems. 

The  external  auditors  begin  with  an 
examination  of  the  organization's  fixed 
assets  policy  and  procedures.  At  this 
point  the  auditors  are  determining 
whether  adequate  controls  are  in  place 
and  whether  the  organization  is  follow- 
ing its  policy  and  procedures.  Auditors 
typically  intensify  their  examination  of 
fixed  assets  records  when  they  uncover 
problems  during  this  initial  review. 
Problems  tend  to  emanate  primarily 
from  one  of  the  following  areas: 

1.  Fixed  assets  already  disposed  of 
still  appear  on  the  fixed  assets  list. 
This  is  the  most  common  source  of 
audit  problems. 

2.  Fixed  assets  recently  purchased  by 
the  organization  are  not  listed  on 
the  fixed  assets  list. 

3.  Fixed  assets  that  appear  on  the 
fixed  assets  list  are  not  valued  cor- 
rectly. 

For  audits  at  the  end  of  fiscal  year 
1998,  external  auditors  identified  fixed 
assets  weaknesses  as  problems  for  ap- 
proximately 12.5  percent  of  North 
Carolina  local  governments  and  public 
authorities."  If  not  corrected,  these 
problems  can  force  an  external  auditor 
to  issue  a  qualified  opinion  for  a  lo- 
cality's financial  statements. 

One  key  to  avoiding  the  major  prob- 
em  areas  is  to  avoid  basing  a  capitaliza- 
tion threshold  solely  on  the  in- 
eternal  control  function.  When 
concerns  about  internal  control 
dictate  the  dollar  value  for 
capitalizing  assets,  the  capitali- 


zation threshold  is  likely  to  be  lower 
than  needed,  and  fixed  assets  records 
become  difficult  to  manage.  The  finan- 
cial reporting  goal  is  to  record  the  nec- 
essary information  accurately  when  a 
fixed  asset  is  acquired,  maintain  the  in- 
formation during  the  life  of  the  asset, 
and  delete  the  information  after  dis- 
posal of  the  asset.  Localities  can  de- 
crease the  probability  of  a  qualified  au- 
dit opinion  by  following  the  recommen- 
dations of  the  GFOA  and  the  LGC 

Capitalization  Threshold 

An  effective  fixed  assets  policy  must  be 
tailored  to  the  individual  needs  of  an 
organization.  Therefore  the  organiza- 
tion must  reconcile  the  recommenda- 
tions offered  by  the  GFOA  and  the 
LGC  with  its  own  demands. 

Estimating  the  useful  life  of  assets.  A 
fixed  assets  policy  should  begin  by  stat- 
ing its  purpose  and  effective  date.  It 
then  should  define  fixed  assets.  The 
LGC  maintains  that  "fixed  assets  are 
tangible  in  nature  and  have  a  useful  life 
longer  than  one  year.  They  are  classified 
as  land,  improvements  other  than 
buildings,  buildings,  operating  plants, 
equipment,  and  construction  in  prog- 
ress."" The  GFOA  promotes  a  similar 
definition  but  states  that  "fixed  assets 
should  be  capitalized  only  if  they  have 
an  estimated  useful  life  of  at  least  two 
years  following  the  date  of  acquisi- 
tion." Normally  a  locality-  capitalizes 
assets  with  a  useful  life  of  at  least  two 
years  unless  special  circumstances  dic- 
tate otherwise. 

Determining  the  threshold.  The  next 
step  is  to  establish  the  capitalization 
threshold.  In  practice,  land  and  build- 
ings always  are  capitalized,  so  the  capi- 
talization threshold  primarily  applies  to 
equipment  and  vehicles.  The  GFOA 
maintains  that  "as  a  general  rule,  capi- 
talization thresholds  should  be  de- 
signed to  encompass  approximately 
80  percent  of  a  government's  total 
noninfrastructure  assets" — that  is,  as- 
sets other  than  items  like  roads,  bridges, 
and  sidewalks/  In  addition,  the  GFOA 
recommends  that  a  government  never 
use  a  capitalization  threshold  of  less 
than  S  1.000  for  any  individual  item." 

The  LGC  states  that  "equipment  and 
vehicles  costing  S500  or  more  should 
be  recorded  as  fixed  assets."1    To  rec- 
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oncile  the  two  recommendations,  lo- 
calities should  begin  by  applying  the  80 
percent  rule.  As  for  the  actual  dollar 
threshold  for  individual  assets,  a  man- 
ageable one  would  normally  fall  be- 
tween $1,000  and  $5,000  for  larger  lo- 
calities." Smaller  localities  may  have  to 
employ  a  threshold  of  less  than  $  1 ,000 
to  reflect  the  value  of  fixed  assets  mate- 
rially. Localities  should  be  extremely 
cautious  when  adopting  a  capitaliza- 
tion threshold  of  less  than  $500.  A 
lower  threshold  begins  to  compromise 
the  accuracy  of  the  fixed  assets  records 
because  it  results  in  the  need  to  record 
and  track  a  large  number  of  items. 

Applying  the  capitalization  thresh- 
old. The  fixed  assets  policy  should  ad- 
dress whether  the  capitalization  thresh- 
old applies  to  individual  assets  or 
groups  of  assets.  The  GFOA  recom- 
mends that  capitalization  thresholds 
apply  to  individual  fixed  assets  only.12 
The  LGC  approaches  this  issue  slight- 
ly differently,  giving  localities  the 
needed  flexibility  to  record  groups  of 
assets.  For  example,  the  value  of  in- 
dividual desks  in  local  schools  may 
fall  well  below  the  capitalization 
threshold.  However,  together  the  desks 
represent  a  significant  investment  and 
may  have  a  material  impact  on  the  over- 
all value  of  fixed  assets  if  they  are  not 
capitalized.  If  a  locality  is  going  to  capi- 
talize groups  of  assets,  its  fixed  assets 
policy  should  specify  what  groups  and 
why.  The  reason  is  to  avoid  ambiguity 
that  may  cause  problems  during  the  au- 
dit process. 


Internal  Control  Function 

Although  the  capitalization  threshold  is 
marily  a  financial  reporting  issue,  a 
ality  should  address  the  internal  con- 
function  during  the  development  of 
fixed  assets  policy.  Localities  often 
eed  to  track  certain  assets  regardless  of 
ue — weapons  purchased  by  the  po- 
ke department,  for  example.  The 
LGC  suggests  that  localities  faced 
with  this  issue  assign  a  value  of 
one  dollar  to  each  asset  and  track 
it  accordingly. "  (Assigning  a  one- 
dollar  value  overcomes  the  prob- 
lem that  some  accounting  software 
packages  will  not  let  the  user  enter  as- 
sets with  a  value  of  zero). 

Establishing  multiple  capitalization 
thresholds.  The  GFOA  maintains  that  a 
"government  may  establish  a  single 
capitalization  threshold  for  all  of  its 
fixed  assets  or  establish  multiple  capi- 
talization thresholds  for  different 
classes  of  fixed  assets."14  Localities 
should  consider  multiple  thresholds  to 
control  certain  specialty  items — for 
example,  data  processing  equipment. 
Multiple  capitalization  thresholds 
sometimes  are  appropriate,  but  locali- 
ties should  be  careful  not  to  expand  ex- 
cessively the  number  of  items  that  they 
must  record  as  fixed  assets. 

Assigning  custodial  responsibility. 
The  fixed  assets  policy  should  require 
department  and  division  managers  to 
establish  procedures  that  address  the 
control  not  only  of  fixed  assets  but  of 
assets  that  fall  below  the  capitalization 
threshold.  With  a  threshold  of  $1,000, 
for  example,  most  lawn-maintenance 
equipment,  like  mowers  and  shredders, 
would  not  be  capitalized.  However,  de- 
partment and  division  managers  must 


tag  and  track  these  assets.  This  form  of 
control  can  be  more  effective  in  pre- 
venting misuse  than  a  control  mecha- 
nism located  in  the  accounting  area. 
The  organization  therefore  should  as- 
sign custodial  responsibility  to  indi- 
viduals who  can  immediately  detect 
problems  associated  with  fixed  assets. 
For  an  additional  control  measure,  the 
finance  department  should  maintain 
copies  of  all  assets  records. 

Conducting  periodic  inventories. 
The  GFOA  recommends  conducting 
periodic  inventories  of  capitalized  fixed 
assets  and  supports  a  physical  count 
based  on  a  rotating  method  to  ensure 
that  all  fixed  assets  are  accounted  for 
at  least  once  every  five  years.1'  The 
LGC  recommends  annual  verification 
of  the  existence  and  the  condition  of 
all  fixed  assets.16  The  LGC  recommen- 
dation is  more  realistic  for  adequate 
control  but  should  be  expanded  to 
include  certain  assets  that  may  fall  be- 
low the  capitalization  threshold.  For 
example,  periodically,  localities  should 
physically  verify  the  existence  of  weap- 
ons, computer  equipment,  and  lawn- 
maintenance  equipment  that  are  not 
capitalized. 

Reporting  of  a  Change  in  the 
Capitalization  Threshold 

When  a  locality  increases  its  capitaliza- 
tion threshold,  it  must  delete  from  the 
fixed  assets  list  the  items  that  fall  below 
the  new  dollar  value.  It  also  must  adjust 
the  notes  to  its  financial  statements' 
(see  Table  1  for  an  illustration  of  how- 
to  show  this  change  for  general  fixed 
assets).  I8 

Reporting  the  actual  dollar  amount 
of  the  new  capitalization  threshold  is 


Table  1.  General  Fixed  Assets 


June  30, 1999       Adjustments       Additions       Disposals      June  30, 2000 

$  S  S  $  $ 


Land  and 
improvements 

Buildings 

Furniture  and 
equipment 

Vehicles 


1,000,000 
14,000,000 

5,000,000 
8,000,000 


(1,500,000) 


10,000 


500,000  (400,000) 

1,000,000       (1,000,000) 


1,010,000 
14,000,000 

3,600,000 
8,000,000 


28,000,000  (1,500,000)  1,510,000       (1,400,000)         26,610,000 

Wore: The  $1,500,000  in  adjustments  reflects  a  change  in  the  capitalization  threshold. 
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optional.  The  purpose  of  the  adjust- 
ments column  is  to  avoid  overstating 
the  disposal  of  fixed  assets  and  to  let  the 
reader  know  that  a  change  has  been 
made.  In  Table  1  the  $1.5  million  value 
decrease  resulting  from  an  increase  in 
the  capitalization  threshold  is  relatively 
small  compared  with  the  overall  total  of 
approximately  $26.6  million.  The  ma- 
jor impact  of  the  change  is  the  number 
of  items  that  have  been  removed  from 
the  fixed  assets  list. 

New  Requirements  for 

Recording  Infrastructure  and 

Depreciating  Capital  Assets 

The  Governmental  Accounting  Stan- 
dards Board's  recent  passage  of  State- 
ment Xo.  34  has  heightened  the  impor- 
tance of  accurate  fixed  assets  records.1"' 
The  new  pronouncement  requires  the 
recording  and  the  tracking  of  infra- 
structure along  with  customary  fixed 
assets.  Further,  because  of  its  inclusion 
of  infrastructure,  the  board  has  sub- 
stituted the  term  "capital  assets" 
for  "fixed  assets."  The  capitalization 
threshold  will  not  be  a  major  issue  in 
determining  whether  to  record  infra- 
structure or  not.  Like  land  and  build- 
ings, infrastructure  is  almost  always  re- 
corded as  a  capital  asset.  The  issue  is 
with  a  new  depreciation  requirement 
for  governmental  funds.  After  the  im- 
plementation of  Statement  No.  34, 
capital  assets,  including  equipment  and 
vehicles,  will  have  to  be  depreciated. 
This  requirement  will  force  external 
auditors  to  intensify  their  examination 


of  capital    assets   records   (because 
capital  assets  records  will  contain 
more    auditable    information    than 
fixed  assets  records  do).  That  in  turn 
will  place  additional  impor- 
tance on  establishing  a  man- 
ageable capitalization  thresh- 
old. 

Conclusion 

The  capitalization  thresh- 
old and  the  internal 
control  function  are 
extremely  important  to 
a  meaningful  and 
manageable  fixed  as- 
sets policy.  Localities 
also  should  address  other 
areas  when  constructing  a  fixed  assets 
policy,  including  the  use  of  only  capital 
accounts  to  purchase  fixed  assets  and 
the  offering  of  annual  training  in  the 
management  of  fixed  assets.  Often 
overlooked,  annual  training  is  an  excel- 
lent way  to  expose  employees  regularly 
to  the  idea  that  managing  assets  is  a 
function  of  the  entire  organization,  not 
just  the  accounting  department. 

Local  governments  tend  to  capitalize 
assets  at  overly  low  dollar  values.  When 
seen  only  in  the  context  of  control,  this 
practice  is  explainable.  Capitalization 
thresholds,  however,  are  a  function  of 
financial  reporting.  The  guidance  pre- 
sented by  the  GFOA  and  the  LGC  of- 
fers a  logical  approach  for  establishing 
a  meaningful  and  manageable  capitali- 
zation threshold.  Based  on  the  need  for 
materially  accurate  financial  state- 
ments, the  guidelines  are  designed  to 
reduce  the  possibility  of  a  qualified 
opinion  stemming  from  lack  of  control 
of  fixed  assets.  Local  government  and 
public  authority  administrators,  as  well 
as  council  members,  should  be  proac- 
tive in  constructing  a  comprehensive 
fixed  assets  policy.  Accountability, 
credit  quality,  and  time  are  at  stake. 
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FOCUS:  FINANCE  AND  BUDGETING 
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A  Framework  of  Sound  Principles, 
Concrete  Practices 

Review  by  Maureen  Berner 


Public  budgeting  [is]  the  allocation  of  expenditures  among 
different  purposes  so  as  to  achieve  the  greatest  return. 
—  Public  administration  theorist  V.  O.  Key,  Jr.,  1940 

The  budget  process  consists  of  activities  that  encompass 
the  development,  implementation,  and  evaluation  of  a  plan 
for  the  provision  of  services  and  capital  assets. 
-National  Advisory  Council  on  State  and  Local  Budgeting,  1998 


T 


|  he  concept  of  what  budgeting  is 
and  what  budget  officials  do  is 
evolving.  Budget  officials  now 
play  the  roles  of  negotiator,  manager, 
analyst,  and  evaluator.  Some  might  ar- 
gue that  they  always  have  played  these 
roles,  but  the  widely  accepted  view  of 
what  budgeting  involves  has  broadened 
significantly  in  the  past  decade.  The 
new  framework  for  budgeting  recently 
presented  by  the  National  Advisory 
Council  on  State  and  Local  Budgeting 
reflects  this  larger  vision.  The  frame- 
work is  the  result  of  a  three-year  effort 
by  eight  organizations  (see  the  sidebar 
on  page  40)  to  provide  tools,  principles, 
and  guidelines  for  governments  to  im- 
prove their  budgeting  processes,  and  to 
promote  the  use  of  those  tools,  prin- 
ciples, and  guidelines.  The  Government 
Finance  Officers  Association  served  as 
the  lead  organization  in  the  effort  and 
published  the  resulting  report. 

Budgeting  is  no  longer  an  isolated 
annual  process  in  local  government 
management.  For  many  managers  it 
represents  a  continuing  strategic  plan- 
ning process,  bringing  together  plan- 
ning, funding,  implementation,  and 
evaluation  of  services.  The  National 
Advisory  Council's  report  does  an  ex- 
cellent job  of  presenting  this  current  vi- 
sion in  an  organized,  straightforward 
manner.  Even  more  valuable  to  readers 
are  the  accompanying  examples  from 


state  and  local  govern- 
ments and  school  and  spe- 
cial districts  on  a  compan- 
ion CD-ROM.  Seeing  con- 
crete examples,  and  know- 
ing that  behind  each  ex- 
ample is  a  jurisdiction  will- 
ing to  answer  questions 
about  how  it  put  a  recom- 
mendation into  action,  is 
extremely  helpful. 

The  organization  of  the 
book  reflects  the  current 
emphasis  in  public  admin- 
istration on  local  govern- 
ments measuring  how  well 
they  provide  services  to 
citizens.  After  setting  forth  a  definition 
of  and  a  mission  for  the  budgeting  pro- 
cess, the  National  Advisory  Council 
identifies  the  process's  four  main  prin- 
ciples, and  under  each  principle  it  iden- 
tifies several  elements,  or  subprinciples. 
For  example,  one  of  the  four  main  prin- 
ciples is  "Establish  broad  goals  to  guide 
government  decision-making,"  and  a 
subprinciple  under  it  is  "Assess  com- 
munity needs,  priorities,  challenges  and 
opportunities"  (p.  5).  (For  a  complete 
list  of  principles  and  subprinciples,  see 
the  sidebar  on  page  41.)  Up  to  this 
point  in  the  report,  all  the  principles 
and  subprinciples  are  vague.  But  then, 
for  most  subprinciples  the  report  iden- 
tifies several  supporting  practices — that 
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Sponsoring  Organizations 

The  organizations  sponsoring  development  of  Recommended  Budget 
Practices:  A  Framework  for  Improved  State  and  Local  Government 
Budgeting,  and  their  Web  sites,  are  as  follows: 

Association  of  School  Business  Officials  International 

http://www.asbointl.org 
Council  of  State  Governments 

http://www.csg.org 
Government  Finance  Officers  Association 

http://www.gfoa.org 
International  City/County  Management  Association 

http://www.icma.org/othersites 
National  Association  of  Counties 

http://www.naco.org 
National  Conference  of  State  Legislatures 

http://www.ncsl.org 
National  League  of  Cities 

http://www.nlc.org 
U.S.  Conference  of  Mayors 

http://www.usmayors.org/uscm_projects_services/management_ 

improvement 

For  a  copy  of  the  report  or  to  preview  the  CD-ROM  on  best  practices, 
visit  the  Web  site  of  the  Government  Finance  Officers  Association. 


is,  "procedures  that  assist  in  accom- 
plishing a  principle  and  element  of  the 
budget  process"  (p.  6).  These  practices 
are  more  concrete.  The  report  then  pre- 
sents rationales  for  the  practices,  and  it 
defines  the  outputs  of  the  practices,  or 
the  tangible  results.  To  extend  the  ex- 
ample started  earlier,  under  the  sub- 
principle  "Assess  community  needs, 
priorities,  challenges  and  opportuni- 
ties" is  the  practice  "Identify  stake- 
holder concerns,  needs  and  priorities" 
(p.  10).  The  rationale  for  identifying 
them  is  that  the  basic  purpose  of  gov- 
ernment is  to  try  to  meet  the  needs  of 
the  citizens.  Government  cannot  do  so 
without  knowledge  of  what  those  needs 
are.  The  report  then  presents  the  output 
of  this  practice — a  brief  description  of 
what  government  can  do  to  understand 
what  the  needs  are,  such  as  using  sur- 
veys, holding  public  hearings,  and  con- 
ducting workshops.  Many  of  the  de- 
scriptions of  practices  also  include  a 
Notes  section  offering  more  detailed 
ads  ice  or  background  information. 

If  this  recommended  framework 
seems  loaded  with  jargon,  readers 
should  take  heart.  It  actually  provides 
an  excellent  road  map  to  specific,  well- 
grounded,  and  well-rounded  advice  on 


fifty-eight  budget  practices.  The  prac- 
tices are  specific  enough  to  provide  con- 
crete guidance  but  general  enough  not 
to  be  overly  prescriptive — the  National 
Advisory  Council  did  not  want  to  rec- 
ommend specific  tools  or  techniques, 
leaving  those  up  to  the  jurisdictions  to 
determine. 

From  the  beginning,  it  is  clear  that 
this  is  not  a  how-to  textbook  on  bud- 
geting. In  fact,  the  report  is  clearly  tar- 
geted at  budgeters,  and  that  is  almost  a 
disservice.  State  and  local  government 
officials  often  are  too  busy  with  the 
day-to-day  demands  of  governing  to 
think  about  an  overall  framework  for 
what  they  do.  But  much  of  the  frame- 
work presented  in  this  report  is  as  vital 
and  as  applicable  to  city  and  county 
managers,  elected  officials,  and  depart- 
ment heads  as  it  is  to  budget  staff.  Of 
the  twelve  subprinciples  of  budgeting 
identified  by  the  report  (see  sidebar), 
only  those  under  the  third  broad  prin- 
ciple, "Develop  a  budget  consisten'' 
with  approaches  to  achieve  goals" 
(p.  5),  are  clearly  under  the  sole  pur- 
view of  the  budget  office.  The  other 
sub-principles,  and  their  supporting 
practices,  intricately  involve  staff  and 
elected  officials  across  local  govern- 


ments. For  example,  under  the  second 
general  principle  of  budgeting,  "De- 
velop approaches  to  achieve  goals,"  the 
report  lists  the  subprinciple  "Adopt  fi- 
nancial policies"  (p.  5).  The  governing 
board  must  adopt  those  policies,  with 
the  input  of  the  manager  and  related 
staff,  including  legal  and  financial 
counsel.  A  listed  practice  under  "Adopt 
financial  policies"  is  "Develop  a  policy 
on  debt  issuance  and  management" 
(p.  19).  This  might  be  an  explicit  policy 
on  the  level  of  debt  that  the  jurisdiction 
wishes  to  carry  at  any  time.  In  most 
cases  (although  certainly  not  in  all 
cases,  especially  in  small  jurisdictions), 
developing  such  a  policy  would  involve 
many  people  beyond  the  budget  staff.  It 
might  even  include  people  at  the  North 
Carolina  Local  Government  Commis- 
sion, which  provides  advice  and  assis- 
tance to  local  governments  on  debt  issu- 
ance, or  at  local  financial  institutions. 
The  framework  explicitly  recognizes 
that  the  final  budget  represents  funda- 
mental decisions  .ihour  what  the  gov- 
ernment does  and  how  the  government 
does  it.  The  framework  takes  budgeting 
out  of  the  technical  box  of  timelines 
and  forms,  and  places  it  in  the  larger 

Much  of  the  frame- 
work presented  in  this 
report  is  as  vital  and  as 
applicable  to  city  and 

county  managers, 

elected  officials,  and 

department  heads  as 

it  is  to  budget  staff. 

context  of  gathering  information,  mak- 
ing decisions  based  on  that  informa- 
tion, and  evaluating  previous  decisions 
in  preparation  for  making  new  ones. 

Two  of  the  recommended  practices 
are  good  examples  of  the  overall  combi- 
nation of  broad  management  goals  and 
a  narrower  budgeting  focus.  Under  the 
principle  "Develop  approaches  to 
achieve  goals"  and  the  subprinciple 
"Develop  programmatic,  operating  and 
capital  policies  and  plans"  (p.  5)  is  the 
practice  "Prepare  policies  and  plans  to 
guide  the  design  of  programs  and  ser- 
vices" (p.  27).  Although  budget  staff 
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may  draw  up  some  of  the  specifics, 
these  policies  and  plans  will  closely  in- 
volve department  staff  and  must  be 
adopted  by  the  governing  body.  The 
next  practice  under  the  same  principle 
and  subprinciple  is  "Prepare  policies 
and  plans  for  capital  asset  acquisition, 
maintenance,  replacement  and  retire- 
ment" (p.  28).  This  practice,  which  is 
much  more  familiar  to  budget  office  or 
finance  department  staff,  might  involve 
something  as  specific  as  a  timetable  for 
replacement  of  vehicles.  A  third  recom- 
mended practice  in  the  same  area  is 
"Develop  programs  and  evaluate  deliv- 
ery mechanisms"  (p.  29).  For  this  prac- 
tice the  report  recommends  that  pro- 
grams and  services  be  consistent  with 
policies  and  plans.  Governments  should 
consider  alternative  delivery  mecha- 
nisms to  ensure  that  they  select  the  best 
approach  for  delivery.  For  example, 
might  a  contractor  provide  a  service 
better  than  a  traditional  government 
agency  or  department  provides  it?  This 
is  very  pertinent  to  areas  such  as  solid 
waste  disposal.  The  advice  is  as  appli- 
cable to  department  heads  as  it  is  to 
budget  officials.  Indeed,  budget  staff 
are  more  likely  just  to  review  depart- 
ment decisions  regarding  programs  and 
delivery  mechanisms  than  to  take  on 
primary  responsibility-  for  these  tasks. 

The  report  reflects  two  new  trends  in 
public  administration:  focusing  on  re- 
sults and  making  a  concentrated  effort 
to  involve  stakeholders.  In  this  sense  the 
report  is  clearly  taking  budgeting  in 
new  directions.  Essentially,  budgeting 
remains  a  management  function,  and 
some  managers  guard  it  zealously.  But 
by  tying  it  to  larger  institutional  goals 
and  by  focusing  on  communication  and 
the  need  to  evaluate  program  results, 
the  National  Advisory  Council  is  trying 
to  move  budgeting  beyond  its  tradi- 
tional limits.  This  is  evident  in  the 
report's  mission  statement  for  the  bud- 
get process:  "The  mission  of  the  budget 
process  is  to  help  decision  makers  make 
informed  choices  about  the  provision  of 
services  and  capital  assets  and  to  pro- 
mote stakeholder  participation  in  the 
process"  (p.  3). 

By  making  performance-based  bud- 
geting one  of  the  four  fundamental 
principles,  the  National  Advisory 
Council  explicitly  supports  it.  Under 
performance-based  budgeting,  the  fo- 


cus is  to  relate  dollar  appropriations  to 
the  amount  or  the  quality  of  service  pro- 
vided, the  needs  met,  or  the  goals  and 
the  objectives  achieved.  Performance 
measures  assess  the  extent  to  which 
goals  and  objectives  are  achieved.  For 
example,  in  reviewing  the  proposed 
budget  for  municipal  tax  collection, 
decision  makers  may  consider  such 
measures  as  the  number  of  citizens 
served  through  telephone  inquiries  and 
walk-ins,  the  correctness  of  responses  to 
inquiries,  the  quality  of  the  service  given 
to  citizens,  the  percentage  of  property 
tax  levy  collected  by  June  30,  and  citi- 
zens' overall  satisfaction  with  the  tax 
office.  Decision  makers  also  may  con- 
sider how  well  the  tax  office  is  doing  in 
comparison  with  a  benchmark  (that  is, 
a  standard)  for  a  particular  measure. 
Although  many  governments,  from  the 
local  to  the  federal  level,  have  at  least 
started  to  gather  performance  data, 
they  still  do  not  link  most  measures  to 
budgeting.  The  report  emphasizes  the 
importance  of  doing  so.  Performance 
measures  are  developed  in  line  with  par- 
ticular goals  and  objectives.  Therefore, 
if  there  are  different  goals  for  a  particu- 
lar program  (such  as  providing  services 
to  certain  clients),  the  budget  office 
(such  as  avoiding  tax  increases),  and 
the  finance  department  (such  as  main- 
taining a  particular  bond  rating),  the 
performance  measures  used  also  will  be 
different.  The  report  recommends  de- 
veloping performance  measures  and 
benchmarks,  and  then  monitoring, 
measuring,  and  evaluating  program, 
budgetary,  and  financial  performance, 
including  stakeholders'  satisfaction. 

Under  performance-based  budget- 
ing, a  government  incorporates  goals 
and  their  associated  performance  mea- 
sures into  the  annual  budget  process. 
The  report  recommends  taking  similar 
steps  with  capital  improvement  pro- 
grams. It  also  recommends  understand- 
ing external  factors  that  might  affect 
a  government's  ability  to  achieve  its 
goals.  A  recent  example  of  an  external 
factor  significantly  affecting  gover- 
nance in  North  Carolina  is  the  flooding 
brought  on  by  Hurricane  Floyd. 

Bringing  the  process  full  circle,  the 
report  ends  by  suggesting  periodic  reex- 
amination and  change  (if  needed)  of  the 
broad  goals  that  have  served  as  the 
guide  for  all  department  decisions. 


Principles  and 

Subprinciples  of  the 

Budget  Process 

1.  Establish  broad  goals  to  guide 
government  decision-making. 

•  Assess  community  needs, 
priorities,  challenges  and 
opportunities. 

■  Identify  opportunities  and 
challenges  for  government 
services,  capital  assets,  and 
management. 

•  Develop  and  disseminate 
broad  goals. 

2.  Develop  approaches  to 
achieve  goals. 

Adopt  financial  policies. 
Develop  programmatic, 
operating  and  capital 
policies  and  plans. 

■  Develop  programs  and 
services  that  are  consistent 
with  policies  and  plans. 

■  Develop  management 
strategies. 

3.  Develop  a  budget  consistent 
with  approaches  to  achieve 
goals. 

'-  Develop  a  process  for 

preparing  and  adopting 

a  budget. 

Develop  and  evaluate 

financial  options. 
-'  Make  choices  necessary 

to  adopt  a  budget. 

4.  Evaluate  performance  and 
make  adjustments. 

•  Monitor,  measure  and 
evaluate  performance. 

s  Make  adjustments  as 
needed. 

Note:  From  National  Advisory 
Council  on  State  and  Local  Budget- 
ing, Recommended  Budget  Prac- 
tices: A  Framework  for  Improved 
State  and  Local  Government  Bud- 
geting at  5  (Chicago:  Government 
Finance  Officers  Association,  199S). 
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Accountability  to  and 

inclusion  of  citizens  and 

other  stakeholders  are 

now,  at  least  in  part, 

responsibilities  of 

budget  officials. 

The  report's  emphasis  on  communi- 
cation and  citizen  involvement  is  re- 
freshing. Being  responsive  to  citizens' 
needs  and  interests  is  a  fundamental  re- 
sponsibility of  government.  Elected  of- 
ficials, who  reap  the  rewards  or  bear  the 
costs  of  how  effectively  they  perform 
that  responsibility,  know  this  well.  Tra- 
ditionally, local  government  line  man- 


agers have  focused  on  their  assigned 
duties.  But  the  trend  in  budgeting,  per- 
haps in  public  administration  in  gen- 
eral, seems  to  be  one  of  taking  a  broader 
perspective,  with  managers  expected  to 
work  on  issues  outside  their  traditional 
purview.  For  example,  accountability  to 
and  inclusion  of  citizens  and  other 
stakeholders  are  now,  at  least  in  part, 
responsibilities  of  budget  officials. 

Who  are  the  new  stakeholders  in  the 
budget  process?  The  report  suggests 
that,  at  a  minimum,  they  are  citizens, 
customers,  elected  officials,  manage- 
ment, employees  and  their  representa- 
tives, businesses,  other  governments, 
and  the  media.  In  another  example  of 
how  this  report  goes  beyond  the  budget 
office,   these   probably   are  the   same 


stakeholders  for  most  other  govern- 
ment service  areas.  The  report  recom- 
mends consultation  with  stakeholders 
throughout  the  budgeting/governing 
process,  and  many  of  the  specific  prac- 
tices suggest  sharing  plans,  policies,  and 
decisions  with  them. 

A  jurisdiction  large  enough  to  have 
both  a  manager  and  a  budget  officer 
should  order  two  copies  of  this  report. 
It  belongs  on  the  bookshelf  of  any  city 
or  county  manager,  not  just  on  the  desk 
of  a  budget  officer.  It  provides  both 
broad  guidelines  for  and  specific  ex- 
amples of  good  budgeting  and  manage- 
ment. The  eight  national  associations 
that  sponsored  the  report  should  be 
proud  of  the  result  of  their  multiyear 
collaboration. 
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The  Institute  of  Government  was 
founded  with  support  from  North 
Carolina's  citizens,  cities,  and 
counties,  and  it  continues  to  rely 
on  their  generositv  as  well  as  that 
of  other  friends. 

Each  year  Institute  alumni,  other 
individuals,  cities,  counties,  busi- 
nesses, foundations,  and  associations 
help  provide  the  additional  operat- 
ing and  project  support  that  makes 
the  Institute  s  programs  and  services 
possible. 

The  Institute  of  Government 
Foundation  welcomes  unrestricted 
contributions  as  well  as  gilts  to 
specific  projects  or  to  existing 
special-purpose  funds  such  as  those 
listed  opposite.  New  endowments 
or  professorships  can  be  established 
to  honor  members  of  the  Institute 
faculty,  other  associates  of  the 
Institute,  family  members.  North 
Carolina  leaders,  and  more.  Naming 
opportunities  also  are  available  in 
the  Institute  s  expanded  and  re- 
modeled building. 


SELECTED  GIVING  OPPORTUNITIES 


Capital  Improvement  Fund 

Contributions  for  named  spaces  and  general  support  of  the  Institute's 
building  renovation  and  expansion  are  held  in  this  hind.  The  Institute  must 
raise  up  to  $4  million  over  the  next  several  vears  to  complete  construction 
and  to  furnish,  equip,  landscape,  and  maintain  the  renovated  building. 

Institute  of  Government  Foundation  Endowment 

Unrestricted  gifts  are  deposited  in  this  endowment  and  used  to  sup- 
port the  operations,  projects,  mission,  and  programs  ol  the  Institute  of 
Government. 

Lewis  Fund  for  Library  Acquisitions 

Established  in  honor  of  former  Institute  director  Henrv  Lewis,  this  fund 
provides  stable  support  lor  Institute  library  acquisitions,  including  books, 
periodicals,  audiotapes  and  videotapes,  computer  software,  and  subscriptions 
to  on-line  research  services. 

David  E.  Reynolds  Civic  Education  Fund 

Established  by  the  North  Carolina  League  of  Municipalities  to  honor 
its  late  director,  this  fund  supports  civic  participation  projects  and  civic 
education  for  children  and  adults  across  North  Carolina. 

John  Sanders  Faculty  Development  Fund 

Ibis  fund  honors  John  Sanders,  director  of  the  Institute  for  twenty-five 
years.  It  supports  travel,  research  assistance,  leaves  for  research  or  writing, 
and  other  tvpes  of  faculty  development. 


For  information,  contact 

Ann  C.  Simpson,  Associate  Director  lor  Development 

Telephone:  (919)  966-9780 

E-mail:  simpson(S  iogmail. iog.unc.edu 
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FROM  THE  MPA  PROGRAM 


Lessons  in  Disaster  Recovery: 
MPA  Students  in  Eastern  Carolina 

Rob  Shapard 


The  initial  cost  estimate 
for  helping  restore 
eastern  North  Carolina  in 
the  wake  of  Hurricane 
Floyd  was  at  least  $6  bil- 
lion in  local,  state,  and 
federal  funds  [see  the 
sidebar  to  the  cover  ar- 
ticle, page  5].  Harder  to 
measure  is  the  total  num- 
ber of  hours  that  officials 
from  all  levels  of  govern- 
ment, staffers  from  private 
relief  agencies,  and  citizen 
volunteers  have  devoted 
to  dealing  with  Floyd's 
aftermath.  These  public 
and  private  representa- 
tives have  been  at  the  fore- 
front in  meeting  needs, 
from  the  most  urgent,  like 
evacuating  people  from 
flooded  homes  and  pro- 
viding food  and  shelter,  to  the  more 
long-term,  like  filing  federal  buyout 
applications  and  helping  rebuild  com- 
munities. 

A  month  after  the  flood  subsided,  a 
group  of  students  from  the  Institute  of 
Government's  Master  of  Public  Admin- 
istration (MPA)  Program  spent  part  of 
their  fall  break  as  volunteers  in  several 
eastern  North  Carolina  towns.  They 
helped  town  officials  with  countless 
administrative  tasks  or  did  physical  la- 
bor. They  stayed  in  officials'  homes  or 
in  facilities  like  Windsor's  volunteer  fire 
station  and  Farmville's  public  works 
building. 

The  idea  was  partly  for  the  students 
to  contribute  to  the  tremendous  volun- 
teer effort  the  flooding  had  spurred. 
The  aim  also  was  for  the  students  to  get 
a  taste  of  what  public  service  jobs  can 

The  author  covers  Orange  County  for  the 
Chapel  Hill  Herald. 


be  like  after  a  major  disaster.  This  ar- 
ticle reports  on  their  experiences  in 
Goldsboro  and  Wallace  and  to  a  lesser 
extent  in  other  cities. 

Assessing  Damage 
in  Goldsboro 

Floyd  dumped  about  15  inches  of  rain 
on  Goldsboro,  on  top  of  the  10  inches 
that  fell  earlier  in  September  during 
Hurricane  Dennis,  according  to  Lee 
Worsley,  assistant  to  the  city  manager. 
After  Floyd  the  Neuse  River  flooded 
neighborhoods  and  parts  of  Seymour 
Johnson  Air  Force  Base.  There  was 
about  four  feet  of  water  in  the  town's 
wastewater  treatment  plant,  and  the 
main  pump  station  had  to  be  shut 
down,  Worsley  said. 

Worsley  estimated  that  30  to  35  per- 
cent of  Goldsboro  lies  within  the 
100-  or  500-year  floodplain.  By  mid- 
November  the  citv  had  identified  about 


In  Goldsboro  the  Neuse  River  crested  at 
a  record  28.8  feet,  14.8  feet  above  flood 
stage.  The  Barnyard  Shopping  Center, 
pictured  above,  was  inundated  with 
water. 

250  homes  with  flood  damage.  Worsley 
thought  the  final  figure  would  likely 
reach  300  to  400  homes. 

Worsley  put  Laura  Heyman  and 
Amy  Pomeranz,  first-  and  second-year 
MPA  students,  respectively,  to  work 
in  damage  assessment.  They  spent  a 
couple  of  days  searching  tax  records  for 
home  values,  then  entering  the  values  in 
a  computer  mapping  program  showing 
the  locations  of  the  homes.  This  step 
was  key  in  determining  whether  homes 
were  "substantially  damaged"  and  thus 
eligible  for  the  program  under  which 
the  federal  government  will  buy  out  the 
homeowners. 

"This  was  a  critical  piece  of  informa- 
tion," Worsley  said,  "and  at  that  time 
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Above  and  bottom  right:  MPA  students  Ben  Canada  (in  cap)  and  Daniel  Newman 
rip  up  floorboards  and  shoe  molding  in  a  damaged  Windsor  house.  Top  right: 
Newman,  Rob  Shapard,  MPA  student  Sarah  Shapard,  and  Canada  survey  a  day's 
worth  of  work. 


we  just  didn't  have  any  city  personnel  to 
devote  to  [getting  it 

"We  were  very  appreciative  of  all  the 
MPA  volunteers  giving  up  their  fall 
break,"  he  added.  "It  showed  a  lot  of 
courage  and  commitment  on  their 
irt." 

Heyman,  age  twenty-five,  from 
Williamsburg,  Virginia,  currently  plans 
to  work  for  a  grant-making  foundation 
after  she  graduates.  She  said  the  trip  to 
Goldsboro  connected  her  to  the  town 
and  reminded  her  that  being  able  to 

"You  can  see  it  on 
TV  and  the  news,  but 

when  you  see  it  in 

person,  you  realize  these 

are  people's  homes.  It's 

heart-wrenchins. " 

serve  people  directly  is  her  goal  in 
studying  public  administration.  "It 
gave  me  a  clear  vision  of  win  I'm  [in  the 
program],  which  sometimes  gets  lost  in 
the  theory  classes,"  she  remarked. 

"You  can  see  it  on  TV  and  the  news, 
but  when  you  see  it  in  person,  you  real- 
ize these  are  people's  homes,"  she  said 
about  the  flood  damage.  "It's  heart- 
wrenching.  The  knowledge  that  [the 


recovery]  is  still  there  and  being  dealt 
with  makes  pretty  much  everything  else 
seem  insignificant. 

"They  treated  us  like  we  were  there 
to  do  legitimate  work,"  Heyman  con- 
tinued. "The  way  we  were  treated 
made  a  place  for  that  community  in  our 
hearts.  They  tried  to  give  us  the  best 
experience  we  could  have,  and  teach  us 
as  much  as  they  could." 

Worsley  said  that  two  groups  of  vol- 
unteers besides  the  MPA  students  have 
helped  the  Goldsboro  government  in  its 
recovery  tasks:  electrical  inspectors 
from  Chapel  Hill  and  Raleigh,  who  as- 
sisted with  initial  inspections;  and  pro- 
fessional engineers  from  throughout 
North  Carolina,  who  have  assessed 
the  damage  on  several  hundred  homes 
so  far. 

"All  three  sets  of  volunteers  were 
crucial  to  us  being  able  to  get  through 
the  two  months  after  Floyd  struck,"  he 
commented.  "They  saved  us  literally 
months  of  assessment  time.  People  are 
in  limbo — they  don't  know  what  they 
need  to  do  as  far  as  repairing  their 
homes.  The  application  for  the  buyout 
program  was  due  at  the  end  of  Febru- 
ary, so  it  was  critical  to  get  the  assess- 
ments done. 

"It  makes  you  very  thankful  for 
people  who  are  kind  enough  to  donate 
their  time  and  thoughtful  enough  to 


think  about  their  fellow  man  and 
people  who  are  in  trouble  and  need 
help,"  he  said. 

Worsley  himself  is  a  1999  graduate 
of  the  MPA  Program.  He  went  straight 
from  school  to  the  job  in  Goldsboro. 
Four  months  later  he  was  dealing  with 
the  disaster  of  a  lifetime.  Asked  why  he 
chose  local  government  work,  Worsley 
replied,  "After  this  storm,  I'm  not 
sure!"  But  seriously,  he  said,  "I  believe 
that  local  government  has  the  most  di- 
rect impact  on  a  person's  life.  I  can  see 
the  fruits  of  my  labor  much  more 
quickly,  and  I  can  deal  more  directly 
with  the  citizens  I  serve." 


Recouping  Costs  in  Wallace 

In  Wallace,  population  i,400,  floodwa 
ters   from   the   Northeast   Cape  Fear 
River  inundated  about  sixty  residences 
and  an  eighty-bed  nursing  home,  ac- 
cording to  town  manager  Ken  Cor- 
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natzer.  The  water  overran  facilities  like 
the  airport,  Softball  fields,  and  the 
wastewater  treatment  plant.  Emer- 
gency personnel  evacuated  residents 
from  about  700  homes,  and  most  of  the 
town's  roads  were  impassable  for  four 
or  five  days. 

The  absence  of  local  Red  Cross  or 
Salvation  Army  chapters,  and  the  diffi- 
cult)' that  outside  agencies  had  in  reach- 
ing Wallace,  meant  that  the  town  had  to 
set  up  its  own  disaster  distribution  cen- 
ter for  the  first  time,  Cornatzer  said.  By 
November,  about  5,000  residents  had 
gone  through  the  center  for  items  from 
food  to  cleaning  supplies  to  furniture. 
Also,  the  Federal  Emergency  Manage- 
ment Agency  (FEMA)  located  a  disaster 
assistance  center  in  one  of  the  town's 
facilities,  where  residents  filed  claims 
for  emergency  funds. 

By  the  time  the  MPA  students  ar- 
rived, the  town's  costs  in  helping  oper- 
ate those  two  centers  had  reached 
about  $60,000,  Cornatzer  continued. 
First-year  student  Kelly  O'Brien  and 
second-year  student  Andra  Stoll  helped 
verify  those  costs  and  prepare  an  appli- 
cation to  FEMA  for  reimbursement. 

"At  the  time  they  came  down,  we 
were  still  busy  trying  to  get  our  sewage 


Across  the  street  from  the  house  where  the  MPA 
students  are  working,  a  Windsor  citizen  hoses  flood 
debris  off  the  walls  and  the  windows  of  a  church. 


"In  a  small  town,  you 

have  a  limited  number 

of  people  who  can  do 

the  paperwork  that 

FEMA  wants." 

plant  up  and  operating,"  Cornatzer 
said.  He  gave  the  students  their  task 
and  let  them  run  with  it.  "In  a  small 
town,  you  have  a  limited  number  of 
people  who  can  do  the  paperwork  that 
FEMA  wants,"  Cornatzer  explained. 
"It  was  very  helpful  to  be  able  to  turn  it 
over  to  folks  you  didn't  have  to  worry 
about  from  that  point  on." 

Overall,  Cornatzer  said,  the  recovery 
would  have  been  "totally  impossible" 
without  volunteers.  In  Wallace  one 
church  raised  more  than  $100,000  for 
building  supplies,  and  another  ran  a 
soup  kitchen  for  five  weeks.  Members 
of  a  third  church  have  done  the  demoli- 
tion work  on  forty  flood-damaged 
homes  and  are  now  working  on  re- 
building those  homes,  he  related. 

From  the  MPA  students'  perspective, 
what  they  did  was  essentially  one  less 
thing  for  Cornatzer  and  other  officials 
to  do.  "What  we  did  was  really  valu- 
able in  letting  them  push 
something  off  their  plates 
and  give  it  to  someone 
else,"  Stoll  said. 

Stoll,  age  twenty-eight, 
spent  two  years  teaching 
after  she  was  trained  by 
Teach  for  America  (an  al- 
ternative route  to  certifica- 
tion as  a  teacher,  for  liberal 
arts  graduates).  She  entered 
the  MPA  Program  with  a 
goal  of  working  further  on 
education  and  community- 
building  issues.  Initially  she 
believed  that  the  kind  of 
work  she  wanted  to  do 
would  necessarily  be  in  the 
private,  nonprofit  sector. 
However,  her  MPA  experi- 
ence has  shown  her  the 
growing  interdependence 
between  nonprofit  and  lo- 
cal government  agencies, 
especially  in  providing  hu- 
man services.  She  now  sees 
a  greater  chance  that  a  lo- 
cal government  job  would 


match  her  interests  well.  The  situation 
in  Wallace  was  a  clear  example  of  a  lo- 
cal government's  importance  in  provid- 
ing human  services,  through  means 
such  as  the  town's  disaster  distribution 
center. 

A  native  of  Portland,  Oregon,  Stoll 
said  that  going  to  Wallace  also  was  a 
good  chance  to  get  out  of  the  classroom 
and  out  of  Chapel  Hill.  She  was  re- 
minded that  "there  is  a  lot  more  to  life 
than  sitting  around  and  worrying  about 
a  paper,  [and]  there  is  so  much  more  to 
this  state  than  the  Triangle.  There  are  a 
lot  of  other  communities  out  there  that 
have  a  lot  of  things  going  on." 

For  Cornatzer  one  of  the  flood's  key 
lessons  is  the  need  for  longer-term  di- 
saster planning.  Wallace  had  a  very 
good  emergency  response  plan  for  deal- 
ing with  initial  rescues,  he  said,  but,  af- 
ter that  first  stage,  "it  was  all  seat-of- 
the-pants." 

In  addition,  he  mentioned  the  impor- 
tance of  getting  out  accurate  informa- 
tion. In  Wallace  and  elsewhere,  he  said, 
people  do  not  necessarily  see  news- 
paper or  television  reports  as  "the 
Truth."  They  are  more  likely  to  believe 
"what  the  boys  at  the  country  store 
are  saying  when  you  stop  to  get  your 
cup  of  coffee."  And  what  those  folks 
are  saying  is  not  always  right.  To  ad- 
dress this  problem,  Wallace  officials 
took  steps  like  holding  weekly  meet- 
ings with  local  pastors,  asking  them  to 
pass  along  updates  to  their  congre- 
gations. 

Finally,  Cornatzer  said,  the  disaster 
showed  that  "nature  is  not  going  to 
conform  to  your  statistical  profiles," 
which  purport  to  map  features  like 
100-year  floodplains. 

Elsewhere,  Spending 
Time  Well 

Other  MPA  volunteers  in  eastern  North 
Carolina  were  as  follows: 

Jim  Klingler  and  Andy  Williams, 
who  helped  the  town  of  Griffon  with 
a  FEMA  reimbursement  application 
and  an  EPA-required  Consumer 
Confidence  Report  on  water  quality 
(the  report  was  not  flood  related) 
•  Wendi  Ellsworth  and  Fran  O'Reilly, 
who  worked  in  Rocky  Mount's  bud- 
get and  permitting  offices 
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Left:  Ruined 
furniture  lies  in 
piles  in  the  front 
yards  of  flooded 
|   homes  in  the  Mar 
Mac  community. 
Below:  Ruby 
Vernon,  72,  lost 
everything. 


•  Larry  Di  Re  and  Peter  Ray,  who  vol- 
unteered in  Kinston's  inspections 
and  code-enforcement  office 

•  Sean  Brandon,  Caryn  Ernst,  Josh 
Silverman,  and  Sonya  Smith,  who 
helped  with  FEMA  forms  and  dam- 
age assessment  in  Farmville 

•  Randy  Harrington,  Mary  Martin, 
and  Ginny  Satterfield,  who  worked 
in  Wilson  on  the  FEMA  buyout  ap- 
plication 

•  Ben  Canada,  Daniel  Newman,  and 
Sarah  Shapard,  who  removed  floor- 
ing in  a  home  in  Windsor 

•  Catherine  Clark  and  Emily  Gamble, 
who  created  pamphlets  for  the  Pitt 
County  Public  Information  Office  to 
inform  residents  on  flood-recovery 
topics,  like  repairing  homes  and 
avoiding  contractor  fraud 

Clark  and  Gamble  saw  the  wide 
range  of  information  that  local  govern- 
ments like  Pitt  County  must  grasp  and 
relay  to  citizens.  They  also  glimpsed  the 
flood  damage  in  that  area. 

Clark  described  the  scene  that  she 
and  Gamble  saw  one  afternoon  while 
taking  photographs  of  storm  debris: 
"|There  were]  absolutely  incredible 
amounts  of  home  furnishings  piled  in 
the  yards,  and  the  neighborhoods  were 
deserted.  There  were  many  empty  cars 
still  covered  in  mud,  and  all  the 
doorways  were  marked  with  spray- 
painted  orange  X's  to  show  that  the 


house  had  been  visited  by  the  inspect- 
or and  deemed  unsuitable  for  occu- 
pancy." 

Canada,  Newman,  and  Shapard 
helped  pull  up  the  oak  floorboards  of  a 
Windsor  home  that  had  been  swamped 
by  about  three  feet  of  water.  The  floor 
locked  fine,  but  water  damage  was  hid- 
den underneath. 

"I  wanted  to  help,  but  I  also  wanted 
to  do  something  that  was  a  break  from 
my  routine,  and  ripping  up  floorboards 
was  definitely  a  break  from  my  rou- 
tine," Canada  said. 

For  Newman,  a  highlight  was  seeing 
many  of  Windsor's  2,400  residents 
helping  one  another  recover  from  the 
flooding,  which  damaged  about  70 
downtown  businesses  and  130  homes. 
"It  was  nice  to  see  them  bonding," 
Newman  commented.  "It  was  reassur- 
ing about  the  human  spirit." 

Di  Re  spent  part  of  his  time  in 
Kinston  entering  data  from  city  inspec- 
tors' reports,  and  he  was  glad  to  do  it. 
But  what  he  found  even  more  gratifying 
was  helping  citizens  who  came  in  with 
all  kinds  of  questions.  "That,  to  me, 
was  better  than  just  sitting  behind  a 
keyboard,"  he  said. 

Di  Re  is  aiming  toward  work  on  the 
environmental  management  side  of  lo- 
cal government,  possibly  in  water  or 
wastewater  services.  In  Kinston  he 
found  himself  thinking  that  in  a  way  the 
flood  was  an  opportunity  for  'owns  to 


redesign  and  rebuild  facilities  like  treat- 
ment plants  for  the  better. 

As  Williams  described  his  experience 
in  Grifton,  "It  brought  me  closer  to 
ground  level."  His  point  was  that  he  got 
a  better  view  of  what  city  government 
work  can  be  like.  "Grifton  Town  Hall 
was  the  first  place  people  were  turning 
to,  from  what  I  could  tell,"  Williams 
said.  He  saw  that  town  manager  Paul 
Spruill's  job  was  obviously  one  with  dif- 
ferent challenges  each  day,  major  disas- 
ters or  not. 

With  classes  back  in  session  in  No- 
vember, the  director  of  the  MPA  Pro- 
gram, Stephen  Allred,  spoke  proudly 
about  the  students'  volunteer  efforts. 
"When  people  apply  to  the  program, 
they  talk  about  their  commitment  to 
public  service,  and  we  believe  them," 
Allred  said.  "What's  gratifying  about 
this  undertaking  is  that  it  shows  they 
really  are  committed  to  that  service. 

"It's  pretty  remarkable  to  get  half  of 
a  class  to  give  up  their  fall  break  to  go 
down  and  help  out  people  they  don't 
know  and  may  never  see  again,"  he 
added. 

Actually  the  MPA  volunteers  might 
see  those  people  again  if  they  take  a  local 
government  job  in  eastern  North  Caro- 
lina after  graduation.  They  would  defi- 
nitely be  dealing  with  some  of  the  same 
issues.  As  Worsley  said,  "This  disaster  is 
just  beginning.  I  think  you're  going  to 
see  the  effects  for  years  to  come." 


46      POPULAR  GOVERNMENT,  SPRING  2.000 


_*•£+    TgaHB 


at  the.        jjj}^ 

Institutes 


Three  Join  Institute  Faculty 


Phillip  Boyle 


William  Rivenbark 
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Phillip  Boyle 

Phillip  Boyle  joined  the  Institute 
of  Government  in  August  1999 
as  an  associate  professor  of  public 
management  and  government.  He  will 
teach,  consult,  and  write  in  the  areas 
of  democratic  governance  and  organi- 
zational development  for  school 
boards  and  superintendents.  He  also 
will  teach  political  and  public  adminis- 
tration theory  in  the  Master  of  Public 
Administration  (MPA)  Program  at  the 
Institute.  Boyle  is  particularly  inter- 
ested in  what  the  roles  and  responsi- 
bilities of  leaders  are  in  different  types 
of  organizations,  and  how  citizens, 
elected  officials,  and  community 
leaders  participate  in  and  learn  from 
democratic  governance. 

Before  joining  the  Institute,  Boyle 
taught  in  the  Master  of  Science  in 
Management  Program  at  Regis 
University,  the  Center  for  Management 
Development  at  the  University  of 
Denver,  and  the  MPA  Program  at  the 
University  of  Colorado  at  Denver.  He 
has  extensive  experience  in  issues 


related  to  human  resources,  having 
served  as  a  consultant  on  personnel 
issues  for  the  city  and  county  of  Den- 
ver and  having  worked  for  several 
years  in  the  U.S.  Department  of 
Health  and  Human  Services. 

Boyle  received  a  B.A.  in  1976  from 
Monmouth  University,  an  M.S.  in 
social  policy  and  administration  in 
1980  from  Columbia  University's 
School  of  Social  Work,  and  a  Ph.D. 
in  public  administration  in  1997 
from  the  Graduate  School  of  Public 
Affairs  at  the  University  of  Colorado 
at  Denver. 


William  Rivenbark 

As  of  July  1,  1999,  William  Riven- 
bark is  the  new  director  of  the 
North  Carolina  Local  Government 
Performance  Measurement  Project, 
a  program  developed  for  cities  and 
counties  to  use  in  measuring  and 
assessing  their  performance  and 
comparing  the  results  across  jurisdic- 
tions. Rivenbark  also  will  provide 


technical  assistance  to  local  govern- 
ment, conduct  applied  research,  and 
teach  courses  for  local  government 
officials  and  students  in  the  MPA 
Program. 

Rivenbark  comes  to  the  Institute 
from  Greenville,  South  Carolina, 
where  he  served  in  various  manage- 
ment positions,  including  finance 
director.  His  areas  of  specialization 
include  public  budgeting  and  fi- 
nance, performance  measurement, 
and  local  government  administra- 
tion. He  has  done  research  on  such 
topics  as  taxation  policy  and  gov- 
ernmental accounting.  Among  his 
publications  are  articles  in  Public 
Administration  Quarterly,  Public 
Finance  Review,  and  the  Interna- 
tional Journal  of  Public  Administra- 
tion. From  July  1997  to  June  1998, 
he  served  as  president  of  the  South 
Carolina  Upstate  Chapter  of  the 
American  Society  for  Public  Admin- 
istration. 

Rivenbark  earned  a  B.S.  in  busi- 
ness administration  from  Auburn 
University  in  1989,  an  M.P.A.  from 
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Auburn  University  at  Montgom- 
ery in  1993,  and  a  Ph.D.  in  public 
administration  from  Mississippi 
State  University  in  1995. 


Jessica  Smith 

Jessica  Smith  joined  the  Insti- 
tute faculty  in  January  of  this 
year  and  will  specialize  in  crimi- 
nal law  and  procedure.  Her 
interests  also  include  appellate 
litigation  and  judicial  administra- 
tion. Initially  she  will  work  part- 
time,  assuming  full-time  responsi- 
bilities by  summer  2000. 

Smith  has  experience  in  both 
criminal  law  and  appellate 
litigation,  having  served  as  law 
clerk  to  Judge  W.  Earl  Britt  of  the 
U.S.  District  Court,  Eastern  Dis- 
trict of  North  Carolina,  and 
Judge  J.  Dickson  Phillips,  Jr.,  of 
the  U.S.  Court  of  Appeals  for  the 
Fourth  Circuit.  She  also  worked 
for  a  private  law  firm  in  Washing- 
ton, D.C.,  specializing  in  litiga- 
tion and  dispute  resolution. 
While  emploved  by  this  firm,  she 
assisted  the  Council  for  Court 
Excellence,  a  nonprofit  group 
working  on  local  court  reform. 
Her  publications  include  a  recent 
article  in  the  University  of  North 
Carolina  Law  Review  advocating 
interjurisdictional  certification 
(procedures  that  allow  federal 
courts  to  obtain  answers  to 
questions  of  state  law  from  a 
state's  highest  court)  in  North 
Carolina. 

Smith  earned  her  B.A.  in  lc>S~ 
from  the  University  of  Pennsylva- 
nia and  then  did  her  law  studies 
there,  receiving  a  J.D.  in  1992. 
In  law  school  she  was  the  manag- 
ing editor  of  the  University  of 
Pennsylvania  Law  Review. 

—  Jennifer  Henderson 


The  Institute's  old  parking  lot  is  transformed  as  trenches  and  walls  begin  to  form 
the  outlines  of  a  new  classroom  wing,  a  galleria,  and  a  two-level  parking  deck. 


Mounds  of  red  clay  and  yards 
of  concrete,  rebar,  and  lumber 
retaining  walls  are  rising  from  the 
Institute  of  Government's  construction 
site.  Since  early  January  of  this  year, 
the  general  contractor,  Richard  Beach 
Builders,  has  been  digging  and  pouring 
footings  for  the  new  dining  and  library 
wing,  the  central  courtyard,  and  the 
colonnaded  front  entrance  along  South 
Road  leading  into  the  university.  In 
February,  footings  were  started  on  the 
southwest  side,  where  a  three-story 
skylit  galleria,  a  new  classroom  wing, 
and  a  two-level  parking  deck  will  be 
located. 

Once  the  footings  are  complete,  the 
concrete  first-level  walls  and  columns 
will  be  formed  and  placed.  Also,  the 
plumbing  contractor,  Acme  Plumbers, 
will  begin  to  install  sanitary,  storm, 
and  water  systems  in  both  areas.  The 
mechanical  contractor,  Watco  Corpo- 
ration, has  been  coordinating  under- 
ground piping  installation,  and  the 
electrical  contractor,  L.  L.  Vann 
Electric,  is  starting  to  lay  out  ducts 
and  install  conduits  for  wiring. 

The  Institute  continues  to  work 
on  raising  the  remaining  $4  million 
needed  to  ensure  complete  construc- 
tion, furnishing,  equipping,  and 
landscaping  of  the  newly  renovated 
and  expanded  building.  We  aopreciate 


the  help  of  many  friends,  colleagues, 
clients,  and  students  from  across  the 
state  who  already  have  contributed. 
To  date,  more  than  $120,000  has  been 
pledged  to  fund  the  Nannette  Mengel 
Garden  in  the  central  courtyard.  Addi- 
tional gifts  recognize  the  contributions 
of  individuals  and  professional  organi- 
zations that  work  closely  with  the 
Institute. 

Also  in  progress  is  a  three-year 
$900,000  campaign  launched  in  1999 
by  members  of  the  North  Carolina 
League  of  Municipalities  and  the 
North  Carolina  Association  of  County 
Commissioners  to  name  a  classroom 
wing  of  the  building  in  honor  of  the 
sixty-nine-year  partnership  between 
North  Carolina's  local  governments 
and  the  Institute. 

With  the  existing  building  doubling 
in  size,  many  opportunities  are  avail- 
able to  recognize  permanently  the  past 
or  present  public  service  of  individuals, 
organizations,  and  businesses.  Special 
naming  gifts  or  outright  gifts  may  be 
made  to  the  Institute  of  Government 
Foundation's  capital  improvement 
fund.  Please  contact  Ann  C.  Simpson 
at  the  Institute  for  more  information: 
phone  (919)  966-9780;  e-mail 
simpson@iogmail.iog.unc.edu. 

— Ann  Simpson 
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Off  the  Press 


Motor  Vehicle  Law 

and  the  Law  of  Impaired 

Driving  in  North  Carolina 

Ben  F.  Loeb,  Jr.,  and 

James  C.  D  remain 

2000  edition  •  $16.50 


North  Carolina 

City  and  County 

Privilege  License  Taxes 

William  A.  Campbell 
Fifth  edition,  2000  •  $14.50 


The  Precinct  Manual  2000 

Robert  P.  Joyce 
$8.00 


Discusses  and  analyzes  North  Carolina  motor 
vehicle  offenses,  including  the  criminal 
penalties,  driver's  license  penalties,  and 
insurance  points  for  each  offense.  Part  1  of 
the  book  deals  with  the  most  prevalent 
offenses.  Part  2  outlines  the  impaired-driving 
offenses  and  discusses  related  matters,  such 
as  chemical  testing  for  alcohol,  vehicle 
forfeiture,  and  revocation  of  licenses 
because  of  impaired  driving.  An  appendix 
lists  the  punishments  for  most  motor 
vehicle  offenses,  including  ones  that  are  not 
discussed  in  Parts  1  and  2. 


Explains  the  basic  features  of  the  privilege  license 
tax  and  the  powers  of  cities  and  counties  to  levy  and 
enforce  collection  of  the  tax;  also  presents  a  section-by 
section  analysis  of  Schedule  B  of  the  Revenue  Act.  An 
appendix  contains  a  model  administrative  ordinance 
for  use  in  levying  the  tax. 

Offers  a  basic  introduction  to  the  law  governing 
administration  of  elections.  Published  every  two 
years  and  used  by  precinct  registrars  and  judges, 
the  book  explains  North  Carolina  law  on  register- 
ing voters,  conducting  elections,  counting  ballots, 
and  other  matters  of  concern  to  precinct  officials. 
A  preview  of  the  table  of  contents,  the  introduction, 
and  the  2000  election  schedule  is  available  in  PDF 
format  on  the  Institute  of  Government's  Web  site 
at  http://ncinfo.iog.unc.edu. 


The 
Precinct 
Manual 

2000 


VOTE 
HERE 


Recent  Publications 

A  Practical  Guide 

Public  School 

to  the  Liability  of 

Volunteers:  Law 

North  Carolina 

and  Liability  in 

Cities  and  Counties 

North  Carolina 

Anita  R.  Brown- 

Ingrid  M.  Johansen 

Graham 

1999*  $16.00* 

1999  •  $45.00;:" 

County  Salaries  in 

An  Introduction 
to  the  County  Jail 

Stevens  H.  Clarke 
1999.  $15.00* 

North  Carolina  2000 
Compiled  by  the  MAPS 
Group  for  the  Institute 
of  Government 
March  2000  •  $30.00* 
Also  available  in  PDF 

format  on  the  Institute's 
Web  site. 

ORDERING     INFORMATION 

Subscribe  to  Popular  Government  and  receive  the 
next  four  issues  for  $20.00* 

Write  to  the  Publications  Sales  Office,  Institute  of  Government, 
CB#  3330,  UNC-CH,  Chapel  Hill,  NC  27599-3330. 

Telephone  (919)  966-41 19 

Fax  (919)  962-2707 

E-mail  khunt@iogmail.iog.unc.edu 

Web  site  http://ncinfo.iog.unc.edu/ 

Free  catalogs  are  available  on  request.  Selected  articles  are  available 
on-line  at  the  Institute's  Web  site. 

To  receive  an  automatic  e-mail  announcement  when  new  titles  are 
published,  join  the  New  Publications  Bulletin  Board  Listserv  by  visiting 
http://ncinfo.iog.unc.edu/pubs/bullboard.html. 

*  N.C.  residents  add  6%  sales  tax 
Sales  prices  include  shipping  and  handling. 


